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The designations employed and the presentation of the material in this publication do not imply the 
expression of any opinion whatsoever on the part of the Secretariat of the United Nations concerning 
the legal status of any country or territory or of its authorities, or concerning the delimitation of 
its frontiers. 


Ветки нема рее 


Preface 


The present Survey is the twenty-ninth in a series of reports prepared by the secretariat of the Economic 


Commission for Europe to serve the needs of the Commission and to help in reporting on world economic 


conditions—a task which the Economic and Social Council of the United Nations has entrusted to the Depart- 
ment of Economic and Social Affairs. 


This Survey is published on the responsibility of the secretariat, and the views expressed in it should not 
be attributed to the Commission or to its participating Governments. 


EXPLANATORY NOTES 


The following symbols have been used throughout this SURVEY: 


not available or not pertinent; 


nil or negligible; 


* 
ll 


estimate by the secretariat of the Economic Commission for Europe. 


In referring to combinations of years, the use of an oblique stroke—e.g. 1974/75 
signifies a twelve-month period (say from 1 July 1974 to 30 June 1975). The use of a 
hyphen—e.g. 1973-1975—normally signifies either an average of, or a total for, the full 
period of calendar years covered (including the end-years indicated). 


Unless the contrary is stated, the standard unit of weight used throughout is the metric 
ton. The definition ‘“‘billion” used throughout is one thousand million. Minor discrep- 
ancies in totals and percentages are due to rounding. 


References in tables or charts to the OECD (Organisation for Economic Co-operation 
and Development) refer to the west European members of that organization. 
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RECENT ECONOMIC DEVELOPMENTS IN WESTERN EUROPE 


INTRODUCTION 


The industrialized market economies are presently at 
_low point in terms of unused resources. It is estimated 
hat total production is more than 10 per cent below full 
apacity utilization. Industrial production was, in the 
econd and third quarters of 1975, no less than 15-17 per 
ent below its long-term growth trend. Employment 
enerally has, nevertheless, declined surprisingly little in 
omparison with the large fall in production. Broadly 
peaking, the percentage decline was no bigger than in 
ast downswings. Thus, in 1975 the employment level in 
nost European countries was only 2-3 per cent below its 
ong-term trend. Consequently, output per man, which 
ised to increase at least modestly in previous recessions, 
ell sharply in 1975. 


The resilience of employment is mainly explained by 
hanging attitudes of employers with regard to dis- 
nissals and the supporting financial measures taken by 
overnments. Schemes have been designed to cut hours 
vorked rather than to reduce the number of employed. 
rogrammes of income maintenance have been provided 
or employees working shorter hours. There has also been 
n outflow of foreign workers which has tended to reduce 
egistered unemployment. Unemployment has, never- 
heless, generally reached record levels. Compared with 
revious recessions, a relatively smaller number of 
inemployed left the labour market. This is in large part 
lue to recent improvements in schemes of unemployment 
yrotection which have taken place in all countries. The 
hare of women and young people in total unemployment 
аз in many cases increased. This seems to be a structural 
eature which has been accentuated in the recession. The 
verage duration of unemployment has lengthened. The 
najority of unemployed have, however, been out of work 
or a short period only. 


Prices have continued to increase in 1975 at fast rates 
n spite of the large under-utilization of resources. There 
аз been, however, a clear deceleration in the increases. 
"he west European average (unweighted) of consumer 
ices showed an increase of about 14 per cent from 
ourth quarter 1973 to fourth quarter 1974. This was the 
ak for such a comparison between corresponding 
uarters. The figure decreased gradually over 1975 and 
or the fourth quarter stood at about 11 per cent. For the 


United States the figures were 12 per cent in 1974 and 
7.5 per cent in 1975, fourth quarter. 


There was in the years 1973-1974 a marked difference 
between strong and weak currencies with regard to 
inflation rates, the former countries having on average 
significantly lower price increases. With the balance-of- 
payments improvements and the appearance of severe 
unemployment the difference between the groups grad- 
ually disappeared during the course of 1975. In 1976 
there should be a further slowing down of consumer prices 
in all countries, since wage rates are increasing at much 
slower rates than earlier and productivity should increase 
significantly. 


The reaction of world trade in this economic recession 
has been very sharp. Its volume fell in 1975 by some 7-8 
per cent, the first significant decline in the post-war 
period. In the industrialized market economies the decline 
was as much as 20 per cent (annual rate) in the first half 
of 1975. A turnaround in world trade may have occurred 
in the second half of the year, but much of this seems to 
have been due to increased import demand in the United 
States and Japan. It is not yet apparent that import 
demand has picked up much in western Europe, though 
some recovery seems to have taken place in a few countries 
(Federal Republic of Germany, France and the United 
Kingdom). 


Foreign trade prices decelerated sharply last year, 
following the fall in primary commodity prices and the 
slow-down in rates of increase of manufactured prices. 
For western Europe as a whole, the terms of trade im- 
proved by possibly 3-4 per cent in 1975. They are, 
however, still less favourable than before the oil price 
rise. As a consequence of improved terms of trade, and 
a slightly bigger fall in import than in export volume, 
western Europe’s combined trade deficit (c.i.f.-f.0.b.) was 
reduced by $10-11 billion in 1975. The greater part of 
this improvement was in trade with oil exporting countries, 
to which western Europe’s exports continued to rise fast 
and from which the volume of oil imports fell. 


There was a trend for most west European countries to 
move towards external balance in 1975. Current deficits 
of France, Italy, the United Kingdom, Denmark and 
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Ireland declined significantly. The Federal Republic of 
Germany’s current surplus fell somewhat, following 
sharply lower export volume. It is not yet clear whether 
this was due in part to a difference in cyclical phasing or 
represents a more fundamental shift towards equilib- 
rium. 

Part of the severity of the recession is accounted for by 
the large amount of de-stocking that took place in 1975. 
Business survey evidence shows that stocks of finished 
goods are still relatively high. But already the ending of 
the de-stocking phase will have given a boost to demand. 
Some restocking should provide a further contribution 
to a recovery in 1976. Such a recovery will not, however, 
be sustained if private consumption and private invest- 
ment do not increase at significant rates. The public 
sector is expected to be less expansionary in 1976 than 
in 1975. Exports from the industrialized market econ- 
omies will probably not advance as fast as in recent years 
either to the Soviet Union and the east European countries 
or to the OPEC countries. Exports to the oil importing 
developing countries will probably continue to decline. 


Private fixed investment, residential as well as non- 
residential, declined practically everywhere in 1975. 
Investments in manufacturing were particularly hit. 
Since capacity utilization is very low the outlook is for a 
further weak development in this sector in 1976, except 
in some production lines favoured by changes in relative 
prices and the new patterns of international trade. The 
expectations of enterprises and their confidence in the 
future have definitively improved, but this development 
has not as yet been reflected in their investment plans. 
Other factors would have to boost demand before private 
investment provides a significant contribution to a 
recovery. In the meantime, favourable monetary con- 
ditions may be of importance in making a surge of demand 
in this sector financially feasible. 


Besides the public sector, private consumption was 
generally the only domestic demand factor that made 
some positive contribution to growth in 1975. The 
income of households generally grew faster than national 
income (at the cost of profits). Net transfers from the 
government further boosted personal disposable income. 
Private consumption did not, however, increase in line, 
since in practically all countries the savings ratio increased 
significantly. Nevertheless, private consumption grew 
faster or fell less rapidly than total GNP. 


The behaviour of private consumption is one of the big 
question marks for the recovery in 1976. Money wages 
are coming down rapidly from earlier high rates whilst 
consumer prices are abating relatively slowly. Net 
transfers from governments to households will not 
increase as in 1975. Therefore the savings ratio must 
come down or private consumption will be rather weak 
in 1976. That is, in fact, an underlying assumption in 
many economic forecasts. It is, however, very difficult 
to predict consumers’ behaviour in a period when in- 
flation is abating but unemployment remains relatively 
high. Consumers’ surveys indicate that households do 
not expect their financial situation to improve in 1976 
but that they would favour increased outlays on consumer 
durables. The realization of these outlays may, however, 


very well depend upon some further financial stimuli, 
by fiscal policy as well as by easy conditions for bor- 
rowing. 

Economic policies are presently proceeding rather 
cautiously in view of the still high inflation rates and in 
order not to let the next boom get out of control, as in 
1972-1973. At that time the effects of expansionary 
policies were underestimated, partially because the 
recovery developed in such a synchronized way. This is 
not the case in 1976 when North America seems to be 
ahead of the major west European countries. These in 
their turn are ahead of some smaller countries which 
depend for their recovery on an expansion of their major 
trading partners. Compared with 1972-1973 there is also 
the difference that a recovery now starts from a much 
lower level of resource utilization. It will take a long 
time—even in an optimistic scenario—before the indus- 
trialized market economies are back on their potential 
growth trend. In the next one or two years there will be 
in hardly any country an over-all pressure on resources. 
But according to national forecasts—based on present 
policies—west European growth in 1976 will not be more 
than about 3 per cent. This can be compared with a 
trend rate of 5 per cent in the period 1959-1960 to 1972- 
1973. Industrial production in the OECD area would on 
this basis in 1976 hardly be back at the level it reached in 
1973. 


The consequences for a“‘W-shaped”’ recession or а 
prolonged stagnation presently seem to call for as much 
attention as the risks related to a prolonged inflation. 
Some further fiscal and monetary stimulation might 
actually be needed even in order to realize the present 
forecasts for 1976. It should be emphasized that any 
forecast is subject to large margins of error. Not much 
harm should be done if present forecasts were somewhat 
surpassed. One might thereby prevent the prevailing 
short-terrr unemployment from becoming long-term and 
thereby socially less acceptable. Threats to prices, on the 
other hand, mainly arise from oil and food, which 
restrictive economic policies cannot do much to prevent 
from taking place. If monetary policies do not accom- 
modate such developments, but follow rigid money supply 
targets, a period of tight borrowing conditions may well 
follow. The effects on private consumption and invest- 
ment could cause growth to fall short even of the modest 
GNP targets presently envisaged. 


In a sustained recovery, commodity prices might 
again rise sharply. This might actually be beneficial to 
the extent that investment would be encouraged in those 
sectors where raw material bottlenecks appeared in the 
previous boom. Removal of these bottlenecks would 
thus tend to keep prices down in the slightly longer run. 
Increases In commodity prices could also benefit the 
developing countries which have suffered heavily not 
only from falling export demand but also through de- 
terioration in their terms of trade. 


The improvement in the current balance of the in- 
dustrialized market economies has partly been at the 
expense of the oil importing developing countries. The 


imports and thereby the growth of these countries have _ 


to some extent been sustained by aid and borrowing. In 


the meantime, however, their debts accumulate. A 
continuously larger part of their export earnings is 
mortgaged by their debt service. This limits their import 
capacity and scope for growth. Their credit worthiness 
is falling. More borrowing and aid is, anyway, only part 
of a solution to their problems. A solid recovery in the 
industrialized market economies would increase the 
demand for the exports and improve the terms of trade 
of the developing countries. It would remove the pres- 
sures for trade restrictions coming from production lines 
where hard core unemployment is building up. These 
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production lines are often in direct competition with 
exports from developing countries. A firm revival in the 
industrialized market economies would also give direc- 
tions to the restructuring of production in the developing 
countries which is badly needed in view of the changes 
which have taken place in relative prices and in the 
pattern of international trade. The industrialized market 
economies have adapted themselves rather fast to these 
new conditions. The developing countries, and parti- 
cularly the most severely affected, have not yet been given 
a chance to do so. 


1. DEVELOPMENTS IN 1975 


(i) Output, demand and employment 
GNP AND THE SECTORS OF DEMAND 


In 1975 the gross national product of the industrialized 
west European countries declined by nearly 3 per cent as 
against an increase of about 2 per cent in 1974, of 6 per 
cent in 1973, and a trend growth rate of about 4.5 per 
cent in the 1960s. In the United States, the fall was about 
2 per cent.t Only in Norway was there a large output 
increase; to a large extent, Norway had isolated itself 
from the west European and North American cycles 
because of objective factors on the one hand, and specific 
policies on the other.2 In Sweden GNP rose only mar- 
ginally and it fell in all the other countries, the greatest 
decline occurring in Switzerland. In the previous reces- 
sions of the post-war period gross national product con- 
tinued to increase, though at a reduced rate, for the 
thirteen industrialized west European countries combined, 
and for most of them taken individually. In the recession 
of 1967, total output declined only in the Federal Republic 
of Germany and even then only by 0.4 per cent, while in 
a number of countries such as Belgium, Denmark, France, 
Ireland, Italy, the Netherlands and Norway growth was 
maintained at rates not significantly below the trend 
rates.° 


The sectors of demand mainly responsible for the output 
downturn in 1975 were stocks and investment. 


Stockbuilding was a major dampening factor in 1975 
for most west European countries. There was heavy de- 
stocking in Belgium, France, the Federal Republic of 
Germany, Ireland, Italy, the United Kingdom and, prob- 
ably, Switzerland. In all these countries de-stocking was 
larger than the stockbuilding which had taken place in 
1974. However, in the Federal Republic of Germany, the 
stock increase in 1974 had been very modest (following a 
huge increase in 1973) and stock changes exerted a damp- 
ening effect both in 1974 and 1975, although more so in 
1974. In 1975, stockbuilding was virtually nil in the 
Netherlands and very modest in Austria. There was an 
acceleration of stockbuilding only in Finland and Sweden. 
In both countries this was largely due to the difficulty of 
exporting products of the forest industry. In Sweden 
stock formation received special financial support from 


1 These percentages are annual averages. The behaviour of out- 
put during 1975 is examined below. 

2 The case of Norway and of other small west European countries 
is examined in section 1 (iii) of this chapter. 

3 The recession of 1972, like that of 1963, was too minor to allow 
meaningful comparisons. 


the Government in order to sustain output. It is not 
possible to split the impact of de-stocking, or of the re- 
duced rate of stock formation, between domestic output 
and imports, but for the region as a whole the impact on 
production was probably considerable since a large part 
of national imports originates in other west European 
countries. An indication of the dampening effect of de- 
stocking in 1975 on final domestic demand is given in 
table 1.1 where the change in domestic demand is shown 
both including and excluding stockbuilding. In most 
countries domestic demand including stockbuilding rose 
either less or no more than GNP. However, when stock 
changes are excluded, domestic demand in most countries 
shows an increase or, at least, no decline in 1975 in com- 
parison with 1974. In Denmark, for example, GNP 
declined by 1 per cent; domestic demand declined by 
2.5 per cent including stockbuilding but increased by 
0.5 per cent if stocks are excluded. In others words, fixed 
investment and consumption were partly sustained by 
drawing on stocks. In the 1967 recession, the stock effect 
had been much smaller: less than 1 percentage point in 
terms of the domestic demand increase. 


Investment by private enterprise and investment in dwell- 
ings were the other two major dampening factors in 1975. 
Investment by private enterprise declined in all countries 
(for which the data are available) except Finland and 
Norway (table 1.2). The fall was about 7-8 per cent in 
France and the Netherlands and about 11 per cent in the 
United Kingdom.‘ The decline was probably much larger 
in Italy where enterprise investment has fluctuated sharply 
in recent years.’ By contrast, the fall was very modest in 
Sweden where, furthermore, there had been an increase 
of nearly 12 per cent in 1974. In the Federal Republic of 
Germany, too, the fall of enterprise investment was modest 
but it had declined by nearly 10 per cent in 1974 and there 
had been no increase during the boom of 1973. The 
general impression conveyed by table 1.2 is that the fall 
in enterprise investment was relatively modest in 1975 in 
most countries in comparison with the fall in over-all 
output. Only in Italy and the United Kingdom was the 
fall larger than that for industrial production. Just the 
opposite had been the case in the recession of 1967: then, 
industrial production had increased, though modestly in 


all countries except the Federal Republic of Germany and 


Switzerland, while enterprise investment had declined. 
One probable reason for the less-than-expected fall in 
enterprise investment in 1975 is that the increase during 


“ For the United Kingdom investment in North Sea oil explo- 
ration and recovery rose by more than 90 per cent in 1975, 


5 See OECD, Economic Surveys, Italy, January 1976. 


# 


Reg rs ae 


rr 


Country GDP 

Austria 

197A wr > sty. %) te Ot Renee & 4.4 

TASS anal ЗВ —2.5 

би И оз eS 
Belgium 

ПР Ree oe Set. 3.9 

UST S Goa о a) Paes: —1.4 

ROO ор Wey oka ОМ 2.7 
Denmark 

ль 5 <>. 0.5 

POTS а А oo —1.0 

РУ ео А 3.0 
Finland 

NE be ae О. 4.4 

Рас сааб ee eee = 

LOO geet ee eee - == 
France 

И 3.8 

UP SS а о ee Pe See —2.5 

TOROS ek ег 4.7 
Germany, Federal Republic о} 

ТО 0.4 

ГА ia ta ie eA —3.4 

и: ha 8. each 4.5 
Treland 

т ae 0.4 

LOTS еее аа —2.0 

Е м 2.25 
Italy 

LOT Aaah ats me SF 3.4 

Е te 2s SSS —3.7 

к nee ee 1.4 
Netherlands 

LEVEY a. bees hinge ea) 

NODS eee eon Se a ee —2.5 

Тоба: = BS 
Norway 

О linet Salieri, ieee ts 5.3 

TOPS Pears aoe ea en hs} 

По 7.0 
Sweden 

ph Se ea ee 4.2 

О = Е 0.5 

Crea ead 1.6 
United Kingdom 

WORE Eo Ch ener Bertie gS a | 0.7 

CR ener ine Fae eae —1.8 

eee oe 0.9 


TABLE 1.1 


Growth rates of GDP and domestic demand 


(Annual percentage changes) 


Sources: As for Appendix table I. 
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Developments in 1975 


Domestic demand 


Including 


stock building stock building 


Excluding 


TABLE 1.2 


Public and enterprise investment 


(Annual percentage change in volume) 


Enterprise investment © 
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Sources: Аз for appendix table I. 

@ Public administration and public enterprises, unless otherwise stated. 
> Mainly private enterprises, excluding dwellings. 

¢ “Enterprise investment in manufacturing’’ refers to “‘industry’’. 


4 Investments of public administration only. Investment of public enterprises 
rose by 13.1 per cent in 1975; according to provisional forecasts made in October 


1975, an increase of 16.9 per cent is expected for 1976. 


в “Enterprise investment in manufacturing’ ’ refers to “industry and construction’. 


4 January-October 1975 over January-October 1974. 


9 “Total enterprise investment’’ excludes ships, but includes oil exploration (the 
changes excluding ships and oil exploration are: 1973, +4.4 per cent; 1974, +-14 рег 


cent; 1975, +8.3 per cent; 1976, +3.2 per cent). 
® “Enterprise investment in manufacturing’ includes mining. 
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the 1973 boom had been small and that, in some countries, 
there had already been a decline in 1974. 

It was noted in the Survey for 1974 that investment in 
dwellings was accentuating the fall in over-all investment 


in the present recession, whereas in previous recessions it - 


had generally acted counter-cyclically.® In 1975, invest- 
ment in residential construction fell in most countries and 
in a number of cases it fell by more than enterprise invest- 
ment; the experience was similar in the United States and 
Canada (see Appendix table I). Only in the United King- 
dom did investment in dwellings rise and this increase 
was entirely in privately-financed dwellings. 


Public investment and public and private consumption 
were in general the main factors supporting output. This 
statement, however, has to be duly qualified for public 
investment. True, this item of final demand rose in most 
countries (though it declined in Belgium, Italy and Swe- 
den) but the increase was large only in France. In the latter 
country, in particular, investment of public enterprises 
rose by more than 10 per cent. By contrast, in the Federal 
Republic of Germany and the United Kingdom the in- 
crease was marginal. Preoccupation with imbalances and 
fear of inflationary consequences have apparently led most 
governments to be very cautious in the use of this instru- 


TABLE 1.3 
Primary and disposable income, and private savings 


A = Primary income: annual percentage increase 
B = Disposable income: annual percentage increase 
C = Savings as percentage of disposable income 


Country 1973 1974 1975 
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Sources: As for Appendix table I. 
а Compensation of employees. 


8 See United Nations, Economic Survey of Europe in 1974, Part 
New York 1975, p. 74. oaeere ‚ Part I, 


ment; and the same consideration applies to the restraint 
observed for public-financed investment in dwellings. 


The greatest support given to total domestic demand 
and, indirectly, to output in 1975 was provided by private 
consumption whose development may appear surprisingly 
favourable in view of the over-all decline in output (see 
Appendix table I). In 1975, private consumption declined 
in Ireland, Italy, Switzerland and, only marginally, in the 
United Kingdom; but the decline was considerably smaller 
than that of total output. In all the other countries, it 
rose by 2-4 per cent. In the Federal Republic of Germany, 
Netherlands, Norway and Sweden, private consumption 
rose more in 1975 than in the 1967 recession. This in- 
crease (or moderate decline) in private consumption is all 
the more surprising because, as far as can be judged from 
admittedly fragmentary data, household savings rose. The 
contrast between changes in output and in private con- 
sumption is partly explained by de-stocking. But its 
increase was probably due to three main factors, namely 
generous benefits given to unemployed persons (see 
section (ii) below), other net transfers from the govern- 
ments (see table 1.3), and a shift in household resources 
from investment in dwellings to current expenditure (as 
noted above, investment in dwellings declined in most 
countries in 1975). 

It is likely that the significant increase in real earnings 
in a number of countries in 1975 implied a further shift in 
income distribution away from enterprise profits and in 
favour of households. 


INDUSTRIAL PRODUCTION 


As could be expected, industrial production declined 
more than GNP. In 1975 the greatest decline was in 
Switzerland (—16 per cent) and the smallest in Sweden 
(—2 per cent). Industrial production rose only in Norway 
(by no less than 6 per cent).? For the thirteen industrialized 
west European countries combined, the decline was about 
10 per cent following an increase of only 1 per cent in 1974, 
of 7.5 per cent in 1973, and a trend growth rate of about 
5.5 per cent. Industrial production also fell by about 9 per 
cent in the United States, following a decline of 0.6 per 
cent in 1974, and by some 6 per cent in Canada.* Both 
in western Europe and in the United States, the level of 
industrial production in the third quarter of 1975 was no 
more than 5-7 per cent higher than in 1970. 


However, the period of recession did not coincide with 
the calendar year.® As can be seen from table 1.4, recession 


7In Norway, manufacturing output declined in 1975 by 2-3 per 
cent and the increase of industrial production was due to a spectac- 
ular growth of North Sea oil and natural gas extraction. 


8 The percentages shown in the text are based on annual averages 
for 1974 and the average of the first three quarters for 1975. 


® The period of a recession can be measured in more than one way. 
Previous post-war recessions were characterized by no more than 
a slowing down in the growth of output and, therefore, the most 
appropriate way to delimit a downswing was to consider the period 
during which the rate of expansion was lower than the trend growth 
rate. The peaks and the troughs were therefore determined by the 
deviations from the trend growth rate. The present recession, by 
ae ы ла р absolute fall in production and the 

ving has therefore па 7 104 duri 

И, defined here as the period during 


a авы 
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TABLE 1.4 


Index numbers of industrial production : percentage changes from the previous peak to the end of 1975 


(Index numbers, seasonally adjusted, 1970 = 100) 
a ee 


Peak Average of the two latest available months in 1975 
Percentage 

1970 = 100 1970 = 100 change 

Country Quarter and year (1) Period (2) (2): (1) 

Austria т + П 1974 128 September-October 114.5 —10.5 
Belgium Aas leche Mts се. ae ee ee ОР II 1974 122 September-October 109.5 —10 
ONT ATC wee eee MES Ns BO ра. Ш 1974 129 September-October 5 —9 
О oe Gag а о о И Ш 1974 126 October-November 112 —11 
Germany, Federal Republicof ....... IV 1973 115 October-November 106 —8 

PCAN Game oe Pare ta, То I 1974 127 Ш Quarter 113.5 —10.5 

а ek о. о ВИ А... П 1974 125 November-December 109.5 —12.5 

BNectnerianGss ее. Ш 1974 123 October-November Томь) —4.5 

ВСУ о За, А IV 1974 121 November-December 117 —3.5 

ea. оо О a оО ИИ RS 120 October-November 117 —2.5 
NLS I EIS pd Ree i a. eran П 1974 114 Ш Quarter 97 —15 
ан чье tense о ee ce Ш 1974 110 October-November 102.5 —7 
СЧ Е о о а Г 1974 128 August-September 118 —8 
RCO о. IV 1973 119 November-December 110.5 —7 


Sources: OECD, Main economic indicators, Paris, and national statistics. 


started in the first quarter of 1974 in the Federal Republic 
of Germany and the United States, in the second quarter 
in Canada and Ireland, in the third quarter in Austria, 
Belgium, Italy and Switzerland and in the fourth quarter 
in Finland, France and the Netherlands. In the United 
Kingdom, industrial production remained flat during 1973 
and during the first three quarters of 1974, starting to 
decline only in the last quarter of 1974. In Sweden, the 
fall started only in the second quarter of 1975, while 
Norway has avoided any significant downswing. 


From the previous peak to the latest available months 
of 1975, industrial production declined by some 15 per cent 
in Switzerland, 10 to 12 per cent in Austria, Belgium, 
Finland, France and Italy; and by 8 per cent in the Federal 
Republic of Germany. The fall was more moderate in the 
United Kingdom and quite small in Norway and Sweden. 
The decline was also modest in the United States where 
recovery was well under way by the end of the year.’ 
For most west European countries, it is not easy to date 
the “trough” of the cycle. Prima facie, it appears to have 
occurred in July-August 1975, but this needs to be taken 
with caution. Owing to the slackening of demand, the 
summer of 1975 was characterized by “‘forced’”’ extensions 
of holidays and from September output returned to the 
pre-holiday level. Since September-October recovery is 
clearly visible only for the Federal Republic of Germany 
and the Netherlands. The beginning of recovery is visible 

also in France. By contrast, there are no signs of an actual 
‘recovery yet in Austria, Finland, Ireland, Sweden and 
‘Switzerland. On the whole, it would appear that in the 
‘small countries, with the exception of the Netherlands, the 
recovery is lagging behind that of the large ones. 


ЕЁ 


__ 10 Output started to pick up in May-June 1975 in the United States. 


Са 


In all countries the fall in output was steeper for inter- 
mediate goods, particularly basic metals and chemical 
products, than for either consumers’ or investment goods. 
The fall in production of capital goods started later than 
that of consumers’ goods. This is a normal cyclical fea- 
ture, but in 1974 it was probably accentuated by the sharp 
increase of exports to developing countries where invest- 
ment goods predominate. In all countries, it appears that 
the recovery will be led by consumers’ goods, particularly 
by consumer durables. In the third quarter of 1975, there 
was a recovery of consumer-goods output even in coun- 
tries such as Austria and Belgium where total output con- 
tinued to decline. In the Federal Republic of Germany and 
the United Kingdom, production of consumers’ goods 
recovered in the third quarter, while that of investment 
and intermediate goods continued to fall. In the United 
States, consumer-goods production started to pick up in 
the second quarter, that of intermediate goods in the 
third, while production of investment goods was still 
declining. However, in Finland and Italy, all major 
branches of production, including consumers’ goods, were 
still declining in the third quarter. р 


The impact of the depression on the major branches of 
the manufacturing sector can be seen in table 1.5 which 
shows the branch growth rate and the branch growth 
elasticity during the 1960s and up to 1973, as well as the 
percentage changes in output in the more recent period. 
The table brings to light the following major features: 
(i) in the 1960s, chemicals had the highest growth elas- 
ticity and textiles the lowest. Metal-using branches taken 
together expanded at the same rate as total manufacturing 
(the most dynamic branch of the metal-using industries, 
electrical machinery, is not shown separately in the table); 
(ii) in 1974, in comparison with 1973, the fall in output 


was particularly large for transport equipment, confirma- — 
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TABLE 1.5 


Manufacturing output by major branches in OECD west European countries combined 
кд 


Branches 


(percentage) elasticity ” 


1960 to 1973 Percentage changes 


Annual 
growth 
rate % 


1973 IV qtr. 1973 II qtr. 1974 


Growth to to to 
1974 IV qtr. 1974 III qtr. 1975 


Food, beverages and tobacco 
Textiles, clothing and leather 


Chemicals, rubber, petroleum and coal products . 


Basic metals 
Metal products 


of which: 


Non-electrical:machinerysn (есь 
Eransport equipments sie.) cr eee eens oe 


TOTAL MANUFACTURING 


4.4 0.8 1.8 —1.8 —3.5 
Dail 0.5 —2.8 —4.8 —10.3 
9.4 1.7 16 —8.6 —16.0 
4.1 0.8 4.5 —2.6 —22.8 
9.5 1.0 0:93 —35 —7.8 
4.3 0.8 5.7 0:5 —7.0¢ 
5.3 1.0 —4.3  —7.4 —4.0¢ 
BED) — 0.9 —5.1 —11.1 


i г ——щЫыщщщ—щ——————————Ш———ж————д—о—о— 


Source: OECD, Industrial production (quarterly supplement to Main economic indicators), Paris. 


а Trend rate. 


> Ratio of sectoral growth rate to that of total manufacturing. 


с Seasonal correction estimated by secretariat. 


tion that this branch led the recession; however, between 
the second quarter of 1974 and the third quarter of 1975, 
its decline was less than half that of total manufacturing, 
because of its early recovery; (iii) non-electrical machinery, 
where investment goods predominate, behaved, broadly 
speaking, relatively well. Output in this branch began 
declining with a considerable time-lag behind total manu- 
facturing and the output fall remained relatively modest. 
One reason for this might be that enterprise investment 
declined in 1975 rather less than might have been expected 
on the basis of past relationships; another reason pro- 
bably lies in the booming exports to the oil-exporting 
countries and to eastern Europe; (iv) textile output 
declined no more than total manufacturing (its growth 
elasticity during the 1960s was only 0.5) and the decline 
of the food industry was the smallest. The brunt of the 
recession has been borne mainly by basic metals and 
chemicals. This pattern of branch output changes may 
provide part of the explanation of why there was only a 
modest decline in employment relative to that of output, 
chemicals and basic metals being very capital-intensive 
industries. 


EMPLOYMENT AND PRODUCTIVITY 


Perhaps the most striking feature of the present 
recession is the decline in output per man, which had 
continued to increase, albeit at moderate rates, in previous 
recessions of the post-war period. This anomalous 
behaviour of output per man in 1975 is essentially the 
consequence of a number of policy measures adopted in 
the various countries in an attempt to restrain the growth 
of unemployment. The policies enforced in this field will 
be reviewed in the next sub-section. Here, recent in- 
formation is presented concerning changes in employment, 
hours worked, output per man and per man-hour. The 
percentage change in total employment between 1973 and 
1975 is shown in table 1.6, which also shows the asso- 


ciated changes in total output per man as well as end-year 
unemployment levels. In 1975, total employment declined 
nearly everywhere and the fall was particularly large in 
Switzerland and the Federal Republic of Germany. 
In the latter country, the decline amounted to about 750 
thousand persons and provoked a large departure of 
foreign workers; a considerable employment decline had 
already taken place in 1974. In 1975, total employment 
declined by about 100 thousand persons in France and by 
more than 150 thousand persons in the United Kingdom. 
No decline is recorded for Italy in spite of the severity of 
the recession in this country. Only in Sweden was there 
a considerable increase in employment in 1975 (about 100 
thousand persons) although there was only a small rise 
in GNP. This increase was mainly due to deliberate 
policies aiming at preserving near full employment, and 
led to a decline in output per man. 


If employment fell nearly everywhere in 1975, its fall 
was not much larger than in the 1967 recession when the 
behaviour of output was considerably more favourable. 
In Austria and the United Kingdom, the employment 
decline (according to provisional estimates) was smaller 
in 1975 than in 1967.. Government policies were therefore 
much more successful in limiting the fall of employment 
than that of output and consequently there was a big fall 


in output per man; this declined in all countries except | 


Finland and Norway. In Norway, however, there was 
vigorous output growth; and the labour productivity 
increase of 1975 was in line with past trends. The largest 


a 


decline in output per man (4 per cent) in 1975 occurred шо 


Italy where the contrast between the restrictive policies 
for output on the one hand and the employment sup- 
porting policies.on the other was perhaps sharpest. 


™ However, the Finnish figures (as are those for the Netherlands, 
Norway and Sweden) are expressed in man-years and therefore 
include part of the reduction in total working days in the year. 
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TABLE 1.6 
Total economy: employment, output per person employed, 
and unemployment level 
(Annual percentage changes) 


a да —А—— 


Output Unemployment 
per person level, end 
Country Employment employed of year @ 
Austria 
о vos. и Мес По 4.05 1.9 
ROW FS es 5, ese Sn Ae ree Pa 0.7 Во 1.8 
Пе ее —0.6 —1.95 2.6 
Belgium 
OWE ee Re ene В 3 4.9 2.6 
CVE с ЕЕ 1.4 2.5 3.6 
а, 0.9 —2.3 5.8 
Denmark 
LO 7S are MeN SoS AS. 0.4 с 2.4 0.8 4 
ат 0.5 с 1.7 324 
и о а. 4.44 
Finland 
ое. 2.1 ¢ 4.3 2.0 
О ae eee Re rem 1:3 ¢ 3.0 1.6 
Ok BE Gen а hoe —1.7¢ 1.8 9:2 
Егапсе 
О cy eek Sorat) ск. 4.4 2.1 
(OVS a a oer See eee at 27 3.3 
т я О т —0.5 —2.0 4.6 
Germany, Federal Republic of 
LCI RY сы 0.3 4.8 1.8 
а —1.9 225 35 
La SY Se Seige se ae —3.2 —0.4 4.6 
Ireland 
PS i See бе Sree on Ks 0.67 4.8 6.1 
(ES So aa Е ЕЕ 0.67 —0.2 7.9 
о = ae eee eee 10.3 
Пай 
о: 0.9 5.4 3.09 
а. Zee Ie 3.19 
MO Sica cet oe Pelham 0.5 —4.2 355.9 
Netherlands 
OTS Se A sa ae ss 0.2 е 4.15 2.9 
NO О eee А —0.1 ¢ 3.45 3.9 
Е р Я —1.3е —1.26 4.6 
Norway 
i A # fs Boge За дах 0.4 е 3.6 1.0 
(Og fe ee a eee 1.3 в 3.9 0.9 
BT oo eee ЧМ 0.6 @ Deh 1.6 
Sweden 
i b ое ee ier 0.4 @ 3.1 1.2 
OT Aerie Sains as is, 2.0 ¢ 22 1.1 
OEY о оо И —2.1 1.1 
Switzerland 
TORI Se ede en Merce Le 0.2 2.9 — 
180 WP by о а —0.4 22 — 
О о а. —5.4 —2.6 0.9 
United Kingdom 
>. 2.3” 3.3 1.9 
| EL re SA SOO 0.4% —1.2 — 2.8 
А Dae oo —0.5 ^ —1.3 4.7 


ке, №» ч > 


TABLE 1.6 (continued) 


Output Unemployment 
per person level, end 
Country Employment employed of year 
Canada 
NOT Sebel net. bo Reh oes aie hy! 1.6 0) 
Ie. Ws les a ee Ne tah Mea Те 4.3 —0.6 6.1 
TO] Sees ев 1.8 —2.3 7.0 
United States 
USES и te eh eon tear ae os 3.8 2.05 4.4 
LDS RS. Е een 1.8 —3.8 6 6.7 
а ИЕ —1.3 —0.7 5 7.8 


Sources: For output: United Nations, Yearbook of national accounts statistics, 
New York; OECD, National accounts of OECD countries, Paris; and national 
Statistics. For employment and unemployment: national statistics. 


а Unemployment as percentage of labour force. 
> Based on GNP instead of GDP. 

с Refers to end April or beginning of May. 

а November. 

¢ Refers to man-years. 

7 Mid-April. 

9 October. 

» June of each year. 


It is not yet possible to allocate the employment changes 
which took place in 1975 among the major sectors. From 
the available information it appears, however, that the 
brunt of the employment decline was borne by industry 
and construction. In all countries, the employment fall 
in these two sectors combined was bigger than the total 
decline. Employment in services continued to rise in all 
countries, though the increase was small in 1975 in 
comparison with past trends. In Austria, for example, 
total employment probably fell in 1975 by about 20 
thousand persons while employment in industry and 
construction combined fell by about 60 thousand workers. 
In France, employment in industry and construction fell 
by about 300 thousand persons as against a fall in total 
employment of about 100 thousand persons. In general, 
the recession has reinforced the long-term trend of an 
increasing share of services in total employment.” 


More information is available for employment in 
industry than for the whole economy. In table 1.7, the 
quarterly index of industrial output seasonally adjusted 
has been compared with the quarterly index of industrial 
employment for the individual west European countries. 
The table covers the third and fourth quarters of 1974 
and the first three quarters of 1975—which, for most 
countries, corresponds to the period in which output was 
falling. While the trend growth rate of labour produc- 
tivity in industry ranged between four and five per cent 
per year in the 1960s, in the period under review output 


12 However, the word “services” has to be duly qualified since in 
all countries by far the major absorbing sector is constituted not by 
trade (and even less by transport and communications) but by 
“public administration, health and education, banking and insur- 
ance, and miscellaneous-services”. The major trends in occupational 
distribution by major sectors for selected west European countries 
may be seen from Appendix table II. The table shows the cumula- 
tive changes in employment by main sectors for the period 1965 to 
1974 inclusive. 
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TABLE 1.7 
Quarterly index numbers of industrial production (seasonally adjusted) and employment 
(First half 1974 = 100) 


A = Index of industrial production. 


B = Index of employment. 
C = Percentage change of labour productivity between base period and relevant quarter. _ 


1974 1975 
Country TIT iV т IT Ш 

р ре р о 
Austria 3 

ye ee? i, MR Mere tye Ser ON. RO 99.5 96.6 94.6 90.6 90.6 

о en ee ee 100.7 98.3 96.7 94.6 94.2 

С, ии —1.2 —1.7 —2.2 —4.2 —3.8 
Belgium % 

A joel Metra ah Fogo оникса: oul: 98.8 94.0 90.8 87.6 83.5 

В ao es ae a Seer 100.7 98.2 96.4 95.3 

Ce ee nad Mem he Om eens —1.9 —4.3 —5.8 —8.1 
Denmark 

PS о ВОТЬ, a we a = ites 

Been ho Fs tesa. fo eee 95.4 89.4 87.7 88.2 86.6 


99.9 96.0 94.9 91.8 
101.3 99.3 104.1 102.4 
—1.4 —3.3 —8.8 —10.4 


94.0 _ 91.1 fy Aa ИВО 
98.8 OT aes 96.4 
4h) — 6.8 —8.8 tl) 


95.5 92.8 90.5 89.9 
5500) D9 Се. 
94.8 92455913 91.0* 
98.5 94.7 93.0 me 
О sa 7 86.3. 1845 
Soi RR Roe 


97.6 95.1 93.6 93.0. 


1007 От 1002, oes 
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er man in industry declined in all countries; and the 
eclines have been considerably larger in industry than 
ог the total economy. The fall in output per man in 
dustry between the first half of 1974 and the third 
uarter of 1975 ranged from 15 per cent in Italy to 1.5 per 
ent in the United Kingdom. Аз was the case for the 
сопоту as a whole, the extent of the decline is mainly a 
inction of the extent of the fall in output relative to the 
uccess of measures to prevent dismissal of workers. 


The deviations in 1975 of industrial output from the 
yng-term trends were unprecedently large; in the third 
uarter of 1975, output was below its trend growth rate 
у 15-17 per cent in Austria, Belgium, France, the Federal 
epublic of Germany, Italy, and the Netherlands, and 
y even more in Switzerland. By contrast, the deviations 
f industrial employment from the long-term trends were 
о larger in 1975 than in previous cyclical downswings: 
леу were, for example, about 2 per cent in Italy, the 
Yetherlands, the United Kingdom and, probably, France 
nd Belgium. Only in the Federal Republic of Germany 
‚аз the 1975 deviation considerably larger than in 1967 
about 8 per cent against 5.5 per cent). 


Information on hours worked in 1975 is available only 
or a few countries and it generally refers only to wage- 
arners in industry. It confirms what could have been 
xpected a priori, namely, that the employment decline 
fas associated with a large reduction in man-hours. 
‘hanges in man-hours worked and in output per man- 
our between the first half of 1974 and the second 
uarter of 1975 for selected countries are shown below: 


Man-hours worked and output per man-hour in manufacturing 
(Index numbers, first half 1974 = 100) 


Index of man-hours worked 
Percentage change of output per man-hour from base period 


Country Iv I IT 

ПОЕТ о рае А 98.0 89.2 86.2 
В —14 6.1 5.1 

а. “Get. t . A 87.1 80.8 82.6 
B Е ae Ses 

ЕС ee oe eee A 97.4 95.0 94.0 
В —27 —4.4 —3.4 

егпапу, Federal Republic of A 96.0 88.9 87.5 
: В —1.4 3.5 22, 
AMA Bee emer ae see А 95.0 91.9 92.9 
В —S.4 —3.5 —7.5 

eden Е Зоне у OLE, 98.2 97.0 
В —1.2 3.1 —0.6 

Inited Kingdom’ ..... A 97.9 98.3 93.0 
В —4.0 0.1 —2.8 


Sources: National statistics and OECD, Main Economic Indicators, Paris. 
@ Mining and manufacturing. 

ь Industry. 

¢ Great Britain. 


13 The trend growth rates quoted in the text for output and em- 
loyment have been calculated on the basis of quarterly data 
easonally adjusted for output) covering the period 1965 to the 
scond quarter of 1974 inclusive. 
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The fall in labour productivity in terms of man-hours 
is much less than in terms of numbers employed. In 
Austria and the Federal Republic of Geimany, manu- 
facturing output per man-hour continued to increase, 
though only moderately. However, manhours worked did 
not decline much more in 1975 than in the 1967 recession. 
Therefore the behaviour of output per man-hour in 1975 
was much less favourable than in 1967. In the Federal 
Republic of Germany, for instance, output per man-hours 
rose by 2.2 per cent between the first half of 1974 and the 
second quarter of 1975, but in 1967 the increase had 
been as much as 8 per cent. In the United Kingdom, a 
decline of 2.8 per cent in 1975 compares with an increase 
of 5.3 in 1967.44 The situation is very much the same for 
the other countries. It may therefore be concluded that 
in 1975 not only employment but also man-hours worked 
declined less than would be suggested by past relation- 
ships, and that policies aiming at preventing an alarming 
unemployment increase have affected not only employ- 
ment but also hours worked. Because of the exceptional 
fall in labour productivity in 1975, the employment 
recovery is likely to be more modest and more delayed 
than in previous periods of cyclical upturn. 


(ii) Unemployment 


Unemployment in western Europe increased steeply 
in 1975, as in 1974, and in several countries reached its 
highest level since the Second World War. Towards the 
end of 1975, in the industrialized countries of the region, 
it totalled almost 5 million, almost double the level at the 
end of 1973. The number of workers temporarily laid 
off and partially unemployed has also increased con- 
siderably. As is usual in a period of weak demand for 
labour, the rise of recorded unemployment has been 
moderated to some extent by a slow-down in the growth, 
or an actual reduction, of the labour force, as a result of 
falling participation rates and/or net outflows of immi- 
grant workers. However, in the current recession there 
is some evidence that withdrawals of “discouraged” 
workers from the labour force have been less than in 
previous cyclical downturns, and that jobless immigrant 
workers have tended, more than in previous recessions, 
to stay in the receiving countries in so far as they had a 
right to do so. 


Chart 1.1 sums up the development of unemployment 
(seasonally adjusted) in the last decade in the seven 
countries which witnessed the largest increases in unem- 
ployment during the last two years. These are three of 
the largest countries (France, the Federal Republic of 
Germany and the United Kingdom) and four smaller 
countries (Belgium, Denmark, Ireland and the Nether- 
lands). For the three larger countries, the chart also 
shows developments in unfilled vacancies. 


During the decade, unemployment has shown the 
highest degree of sensitivity to the business cycle in the 
Federal Republic of Germany. The previous peak of 


14 Ног 1967 data, see the Economic Survey of Europe in 1968, 
chapter 1, p. 32. 
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Chart 1.1 Graphique 1/1 Диаграмма 1.1 
UNEMPLOYMENT AND UNFILLED VACANCIES IN SELECTED WEST EUROPEAN COUNTRIES, 1965—1975 
Thousands, seasonally adjusted 
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unemployment was nearly 600,000 in 1967 followed by 
а fall in unemployment in 1969 and 1970. Further small 
increasesin unemployment occurred in 1971 and early 1972. 
However, before the full effects of recovery were manifest, 
unemployment began to rise rapidly at the onset of the 
energy crisis at the end of 1973, the number of jobless 
trebling in the subsequent two years. At the end of 1975 
the level of unemployment was more than double that of 
the previous peak in 1967. 


In the United Kingdom, and even more so in France, 
the effect of the business cycle on unemployment through- 
out the decade is much less clear than in the Federal 
Republic of Germany. In both countries, the cyclical 
swings have been superimposed on a clear upward trend 
in the level of unemployment. In the United Kingdom, 
the level of unemployment in years of expansion has 
roughly doubled. In France, from 1965 to 1974, un- 
employment was rising almost continuously and inde- 
pendently of the business cycle. In both these countries 
cyclical factors were obviously preponderant in deter- 
mining the large increase in the number of unemployed 
in 1975. However, structural and institutional factors 
have played a joint role in inducing a substantial increase 
in long-run levels of measured unemployment. (Some of 
these factors are examined briefly below.) 


In France and in the United Kingdom there is not, so 
far, any indication of a decline in unemployment (perhaps 
just a moderation in the rate of increase). In the Federal 
Republic of Germany, unemployment (seasonally ad- 
justed) decreased slightly in the last quarter of 1975 as 
employment improved moderately in some sectors. In 
all three countries there was a mild improvement in 
unfilled vacancies in the last quarter: these have stopped 
declining in France and the United Kingdom and have 
slightly increased in the Federal Republic of Germany. 


In Jtaly (not shown in chart 1.1), open unemployment 
(as measured by the sample survey of the labour force) 
has grown surprisingly little in view of the serious 
worsening of the domestic employment situation and of 
the increasing number of migrants returning home and 
deteriorating prospects for future emigration. However, 
temporary lay-offs and partial unemployment have been 
very important (see below). Also, disguised unemploy- 
ment, in terms of lower activity rates and reduced out- 
flows from marginal occupations, may be far more 
important at present than open unemployment. 


In Belgium, Denmark, Ireland and the Netherlands, the 
rise of unemployment in 1974 and 1975 was sudden and 
large. In the Netherlands the number of jobless reached 
a post-war record in October 1975. In Denmark there was 
a record rise in 1974: the number of unemployed quin- 
tupled, then stabilized at about 100,000 during most of 
1975. In Belgium and the Netherlands these cyclical 
increases are superimposed on a long-term upward trend 
in the general level of unemployment (in some respects 
similar to that already observed for France and the 
United Kingdom). 

The other small countries did not witness any dramatic 
increases in unemployment after the “energy crisis” in 
October 1973. In Sweden and Finland unemployment has 
been falling almost continuously since late 1971 and 


mid-1972 respectively, and there were only mild rises in 
the course of 1975. In Norway, the number of jobless has 
remained remarkably stable (at around 10,000) during 
the whole decade 1965-1974; although it doubled in the 
course of 1975, the level nevertheless remains very low. 
In these three countries labour market conditions have 
remained, so far, reasonably favourable. In Switzerland, 
unemployment appeared in 1975 for the first time since 
the war. Its level (26,000 at the end of the year) is still 
negligible by international standards, but partial unem- 
ployment is considerable and the employment situation 
is worsening very rapidly. In Austria, unemployment, 
which had almost halved between 1969 and 1974 (from 
over 70,000 to less than 40,000), rose considerably (by 
about 20,000) from mid-1974 to mid-1975. In Austria 
and Switzerland, increases in domestic unemployment 
were relatively restrained due to the departure of large 
numbers of foreign workers. 


Chart 1.2 shows that in Austria, Finland, Norway‘and 
Sweden, recent rises in unemployment were accompanied 
by sizeable declines in unfilled vacancies, which suggest 
that, in the absence of strong counter-measures, a further 
worsening of the employment situation is still in view. 
In Finland, where unemployment during 1975 was only 
about half the peak level of 1967-1968, a deterioration in 
the labour market is anticipated, particularly in the wood- 
processing sector. 


MEASURES TO COMBAT UNEMPLOYMENT 


In 1974 and 1975 a wide range of measures were 
adopted by almost all countries to support employment. 
Some of these programmes were already in force in 
years of expansion, in order to deal with employment 
problems arising from structural changes, and these have 
recently been strengthened to limit the effects of cyclical 
unemployment. In the absence of such schemes, the level 
of unemployment would now be considerably higher. The 
types of measures to limit unemployment and to mitigate 
its effects, and the main countries which have adopted 
such measures are, briefly, as follows (the list is not 
exhaustive): 


(a) Wage subsidies to firms, to prevent lay-offs or to 
stimulate the recruitment of unemployed workers 
(Austria, Finland, France, the Federal Republic of 
Germany, Ireland, Sweden, the United Kingdom); 


(b) Reinforcement of existing training programmes 
(especially for young people) and of the existing schemes 
to help unemployed workers to move to areas where jobs 
are available (France, the Federal Republic of Germany, 
the Netherlands, Norway, Sweden, and the United 
Kingdom); 


(с) Public relief works or “community” projects 
(Finland, the Federal Republic of Germany, the Nether- 
lands, Norway, the United Kingdom); 


15 See ILO, Income security in Europe in the light of structural 
changes, Geneva 1974. i > 
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(d) Early retirement for workers dismissed for eco- 
omic reasons (Belgium, the Federal Republic of Ger- 
запу); and 


(е) Schemes of /abour-sharing among employees, de- 

igned to cut hours worked rather than to reduce the 
umber employed and to maintain income for workers 
smporarily laid-off or working shorter hours (Belgium, 
Jenmark, France, the Federal Republic of Germany, 
taly, Luxembourg, the Netherlands, Switzerland and 
he United Kingdom). 


It is difficult to assess the full impact of each of these 
chemes on the global level of recorded unemployment. 
ome of the measures are too recent to have had any 
izeable effect, so far, on the rate of increase of unem- 
loyment. Moreover, it is difficult to quantify separately 
he cyclical effects of schemes (such as those concerning 
raining and mobility) which are also the permanent tools 
f an active manpower policy (aimed at avoiding struc- 
ural unemployment and, in periods of expansion, 
emoving labour bottlenecks). Wage subsidies to firms 
о retain workers who would otherwise have been made 
emporarily redundant have undoubtedly had some 
ffect in preventing further rises in unemployment.* On 
he other hand, the effect of wage subsidies for the 
ecruitment of unemployed workers (a measure usually 
lirected at the employment problems of young people) 
ppears to be very limited: a wage subsidy can hardly 
е an incentive to firms to employ someone they do not 
eed (usually unskilled and inexperienced) when it is 
Jready difficult to maintain the existing level of unem- 
yloyment. 


Job creation through public relief works and training 
chemes for the unemployed have traditionally (and 
uccessfully) been applied as employment stabilizers in 
ome of the smaller countries (Belgium, Finland, the 
Netherlands, Norway and Sweden, for example). In 
Norway, the number of workers engaged in training and 
yublic relief works at the end of 1975 was as high as that 
Е jobless workers. In Finland, 43,000 public relief jobs 
ire budgeted to avoid a sudden doubling of the numbers 
inemployed as a consequence of the crisis in forest 
ndustry exports. In October 1975 in the Netherlands there 
vere about 16,000 workers temporarily employed on 
pecial public work programmes. In Switzerland, the 
cope for job creation through central public investment 
yrogrammes cannot be substantial, partly because of 
antonal autonomy. In the larger countries, public 
elief works have played a negligible role in job creation. 


The practice of spreading the burden of reduced 
mployment through work-sharing among employees and 
hort-time working is now widely applied and appears to 
ye very effective in limiting the incidence of total unem- 
yloyment. Income maintenance schemes for workers 
yartially unemployed or temporarily stopped are often 


16 For the community, wage subsidies to maintain employment 
re usually far less costly than schemes to provide adequate income 
upport for the unemployed. Not only in social but also in money 
erms, wage subsidies are usually far less than the equivalent unem- 
Joyment benefits; wages earned produce tax receipts which cover 
t least part of the cost of subsidies (while unemployment benefits 
re usually not taxed). 


—: 
1 
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generous.'? Such schemes are usually financed by ет- 
ployers’ contributions and, in certain cases, subsidized by 
public funds (although in the Federal Republic of Ger- 
many half the contribution is made by the employee). 
Firms applying for temporary redundancy relief have to 
give evidence of the serious economic reasons for doing 
so. The programme of work-sharing through temporary 
or partial redundancies have unquestionable advantages 
for both employers and employees. The employers can 
face temporary difficulties by keeping trained manpower 
available for a subsequent revival of activity, thus 
avoiding the costly procedures of dismissal and ге- 
recruitment. The workers who are temporarily laid-off 
or working short hours are assured job security; while 
temporary or partial unemployment, especially when 
financially compensated, is less harmful than total un- 
employment. The widespread resort to such schemes in 
the present recession is reflected in the available data for 
partial unemployment. 


PARTIAL UNEMPLOYMENT 


Compared with previous recessions the incidence of 
partial or temporary unemployment increased consider- 
ably in 1974 and 1975. Table 1.8 shows relevant data for 
France, the Federal Republic of Germany, Italy and the 
United Kingdom, compared with data (when available) 
referring to the 1967 cyclical downswing. In each country, 
the data are provided ona different basis. In France, the 
data refer to the number of workers who received com- 
pensation for short-time working and to the number of 
days lost in each month. In the Federal Republic of 
Germany, the number of industrial workers on short- 
time is given for each month, with a broad indication of 
the percentage cut in work-time. In the United Kingdom 
a survey (referring to one week in each month) provides 
estimates for manufacturing industry of the number of 
workers who were stood off for the whole week or who 
were working on short time, as well as the number of 
hours lost during the survey week. For the United 
Kingdom there are separate statistics for the number of 
workers suspended by their employers on the under- 
standing that they will shortly resume work, and who can 
thus claim benefits for temporary unemployment. (These 
numbers are included in the totals given by the sample 
survey.) For Italy, only the total number of hours paid 
by the income compensation fund for workers temporarily 
laid off (the Cassa Integrazione Guadagni) is available and 
only for 1974 and 1975. In France, the Federal Republic 
of Germany and Italy, only cases of partial unemployment 
entitled to receive a benefit are shown in the table; 
reductions in working hours which are not recognized by 
specific refund schemes are not covered by such statistics. 


The data in table 1.8 therefore do not allow inter- 
country comparisons: they can be used only to indicate 
broad orders of magnitude of the levels and of changes 


17 In the Federal Republic of Germany, compensation for partial 
unemployment covers 68 per cent of net earnings and lasts six months 
(prolongation up to 24 months is granted in severe cases). In Italy 
it covers 80 per cent of gross earnings (up to 40 hours per week) 
and lasts up to one year. In France a flat rate of 6 francs per hour 
lost (up to 40 hours per week) is paid for a maximum of 470 hours. 
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TABLE 1.8 


i i i Italy and the United Kingdom, 
1 loyment in France, the Federal Republic of Germany, 
8, 1967, 1974 апа 1975 


——а—— 


1967 1974 1975 


FRANCE 
Workers affected < (thousands) 
Percentage of labour force 
Days lost (thousands) 


GERMANY, FEDERAL REPUBLIC OF 


Workers affected (thousands) 
Percentage of labour force 


Cut in working time: 


Less than 25 per cent 
25 - 50 per cent 
50 - 75 per cent 
Moke than 75 рег cent 


ITALY 


Number of hours paid by the “Сазза Integrazione”’ 


(millions). . 


UNITED KINGDOM 


Workers on short time (thousands) 
Percentage of labour force 
Hours lost (thousands) 


Year June June September 
(monthly average) 
47 33 263 #5 
0.23 0.15 1.19 0.52 
211 93 1 088 946 
Year June June September 
(monthly average) 
143 195 804 639 
0.54 0.73 3.04 2.41 
63 329 291 
111 392 300 
15 58 34 
i 25 13 
Full year Full year 
159 349 
June June June — September 
94 27 209 132 
0.36 0.11 0.81 0.51 
1 041 375 2 449 


Sources; For France, the Federal Republic of Germany and the United Kingdom, national statistics; for Italy, 


24 ORE, 17 January 1976. 


в Number of workers for whom enterprises have applied for short-time benefits. 


over time within each country of partial unemployment. 
In all four countries, the number of partially unemployed 
in 1975 was far higher than in the 1967 cyclical downturn. 
(However, in France, the Federal Republic of Germany 
and the United Kingdom there was a marked slow-down 
between June and September 1975.) 


In France and the United Kingdom, the number of 
hours lost in June 1975 (monthly equivalent of the survey 
week for the United Kingdom) can be broadly estimated 
at about 8 to 10 million. In the Federal Republic of 
Germany, where the number of workers on short-time 
in June 1975 was considerably higher than in the other 
two countries, the number of hours lost is roughly 
estimated at around 35 million (with a possible range 
between 30 and 40 million). In these three countries, the 
average number of weekly hours lost by each operative 
working on short-time, or temporarily laid off, was about 
10-12. 


А rough conversion of the number of hours lost through 
partial unemployment into man-months of full unem- 
ployment in June 1975 gives for France and the United 
Kingdom about 50,000 and for the Federal Republic of 
Germany around 250,000 or perhaps more. For Italy, 
the total number of hours paid by the Cassa Integrazione 
during the whole of 1975 would correspond to about 


175,000 man-years. Since temporary unemployment was 
not evenly spread throughout the year, this implies that 
in the months of highest concentration the number of 
man-months lost in Italy was considerably higher than 
in the Federal Republic of Germany and, of course, in 
France or the United Kingdom. 


The above calculation gives only a crude indication of 
the magnitude of temporary or partial unemployment. 
By no means does it imply that, in the absence of schemes 
for temporary or partial unemployment, the number of 
wholly unemployed workers would have been higher by 


the amounts estimated. The compensation schemes for — 


short-time working are designed to share between workers, 
employers and the community, not only the cost of 
reduced activity in the firms most affected by the cyclical 
downturn, but also to prevent the massive lay-off which 
would follow from the shut-down of complete factories or 
production lines. In the absence of such schemes for 
partial unemployment, it is fairly certain that the numbers 
of wholly unemployed would have risen by far more than 
the equivalents calculated above. 


Partial unemployment was also important in some of 
the smaller countries. In Belgium, the daily average of 
those temporarily stopped in the first three quarters of 
1975 numbered 80,000 compared with 31,000 for the 


> 
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ime period in 1974. In the Netherlands, 49,000 workers 
ere on short-time working in July 1975, which is roughly 
juivalent to about 10,000 fully unemployed. In Luxem- 
murg, Where there was virtually no unemployment, 
artial unemployment also rose considerably in 1975. 
he monthly average number of workers receiving 
snefit for partial loss of work was about 1,100 (or 1.2 
er cent of all employees), with an average cut in work 
me of 30 per cent. Short-time working is concentrated 
| the iron and steel industry. It is anticipated that in the 
rst quarter of 1976 partial unemployment in this sector 
one will affect 2,500 workers (almost one-tenth of all 
е employees), with an average cut in working time of 
) per cent. 


Switzerland is the country with the highest relative 
vel of partial unemployment in western Europe. The 
lowing table gives data referring to the last quarter of 
975: 


October November December 


umber of workers partially unem- 


PIGVeO В 113 344 117577 136 660 
srcentage of all employees in ma- 
Бес За кем 14 15 У 
umber of hours lost (million) . . 3.57: 3.42 5.04 
verage hours lost in the month . . 32 29 37 


Source: La Vie Economique (various issues). 
а People receiving partial unemployment benefits. 


he number of hours lost through partial unemployment 
\ the last quarter of 1975 is approximately equivalent 
› 21,500 man-months of full unemployment on the 
asis of a 43-hour working week, a figure which is almost 
$ high as that of total registered unemployed. Roughly 
О per cent of partial unemployment in December 1975 
аз concentrated in the metal, and the watch and 
‘wellery industries. The relative incidence of partial 
nemployment was highest in the latter industry with 
bout 40 per cent of workers affected. 


DEPARTURES OF FOREIGN WORKERS 


In countries employing large number of immigrants, a 
eakening of the domestic labour market usually results 
1 less immigration and/or more repatriations of foreign 
orkers. Typically, massive returns of foreign workers 


» their home countries in slack periods (the so-called 


exported unemployment”) take place when receiving 
ountries employ temporary “guest workers” to meet 
yclical needs rather than encourage permanent immi- 
ration of whole family groups. Broadly, the countries 
ceiving a preponderant number of “guest workers” are 
ie Federal Republic of Germany, Austria and Switzer- 
ind. 


The impact of labour immigration at the time of the 
367 recession in the Federal Republic of Germany has 


" 
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already been studied in detail.'* Labour immigration has 
proved to be very sensitive to a slackening of labour 
demand. From September 1966 to the end of 1967 the 
number of foreign workers who returned to their home- 
lands was about 400,000, almost as high as the rise of 
domestic unemployment. The Federal Republic was 
therefore able to export almost half of its unemployment. 
The number of jobless foreign workers who remained and 
registered as unemployed in 1966-1967 was negligible. 
There are three main reasons which explain this response 
of immigrants to loss of jobs: first, unemployment bene- 
fits were not substantial; secondly, not many jobless 
foreigners were entitled to unemployment benefits nor 
the right to stay unemployed in the country; and, thirdly, 
the immigrants who had lost their job felt that jobs and 
residence permits could easily be re-obtained with a 
subsequent revival of economic activity (temporary 
repatriation could then be considered as a “prolonged 
holiday’’).° In 1974-1975 jobless immigrants had a higher 
propensity to stay in the Federal Republic of Germany, 
insofar as they had the right to do so. More immigrants 
had acquired entitlements to residence and to unemploy- 
ment benefits. Unemployment benefits had reached 
substantial levels, often being higher than wages which 
could be earned in the home country (provided that jobs 
were available there). And, last but not least, because of 
a change in the general attitude of receiving countries 
towards immigration, a sense of insecurity developed 
among immigrants: there was a widespread feeling that 
if they left the host country they would not easily be 
readmitted. In March 1975, the number of foreigners 
registered as unemployed was almost 180,000 or 16 per 
cent of total unemployment. In spite of this, the number 
of immigrants leaving the country was also considerable: 
between September 1973 and March 1975 the number of 


‘foreign workers fell by 475,000 or 18 per cent. Data on 


repatriations for recent months are not available, but 
there is reason to believe that departures increased as the 
period of entitlement to benefits expired.2° Repatriations 
were in fact encouraged: in certain cases, lump sums (up 
to 75 per cent of a year’s unemployment benefit) were 
offered to jobless foreigners on condition that they leave. 
The number of foreigners on the unemployment records 
had fallen to 135,000 in October 1975. 


In Austria there was a net outflow of 58,000 foreign . 
workers between August 1973 and September 1975. In 
the same period domestic unemployment rose by only 
10,000 to 40,000. In Switzerland, between August 1973 
and August 1975 the number of foreign workers declined 
by 144,000, or 16 per cent, of which 107,000 between 
August 1974 and August 1975. The data on registered 
unemployment are poor indicators of the state of the 
labour market in Switzerland. Unemployment, partial 


18 See В. Kayser, Cyclically determined homeward flows of 
migrant workers. OECD, Paris 1972. Also Economic Commission 
for Europe Economic Survey of Europe in 1967, United Nations, 
New York 1968 (E.60,II,E1). 

19 See B. Kayser, op. cit. 

30 In early 1975, a decrease of 250,000 foreign workers during the 
whole year was expected. See Mitteilungen aus der Arbeitsmarkt- 
und Berufsforschung, 1975, n. 1, p. 60. The decline in the first quarter 
of 1975 was 57,000. = 
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unemployment and exported unemployment sum up to 
over 200,000. 


None of the other labour-receiving countries have expe- 
rienced such massive departures of foreign workers 
However, immigration has practically come to a standstill. 
This is due not only to a slackening of over-all labour 
demand, but also to an abrupt change in immigration 
policies in all host countries. Starting the end of 1973, 
and apparently without joint consultation, one after the 
other the major receiving countries adopted firm measures 
to stop immigration although the demand for labour 
was then 128.71 


THE ROLE OF BENEFITS 


In the present cyclical down swing, unemployment has 
generally risen far more than in the severe recession of 
1967. This is so not only in absolute terms, but also in 
relation to the decline in employment. In some countries, 
as already noted above, a long-term and substantial up- 
ward trend has been observed in the level of registered 
unemployment. One group of factors which appears to 
have influenced this trend is institutional and legal changes 
in the operation of employment services and improve- 
ments in the form and scale of unemployment benefits. 


Improvements in the functioning of labour exchanges 
may help to reduce the length of time spent by the un- 
employed in finding new jobs. However, they may also 
attract to the unemployment register more people who 
previously would not have applied for a job. The reor- 
ganization and expansion of employment services (as 
well as the policy of industrial decentralization) seem to 
be important factors explaining the large increase in the 
number of registered job-seekers in France during the 
last decade. Women accounted for most of the increase 
in unemployment, female unemployment is often poten- 
tial and usually reveals itself only when job opportunities 
are created.” 


Unemployment insurance benefits have a considerable 
potential for increasing measured rates of unemployment. 
A relaxation of the conditions for entitlement to benefits 
tends to increase the numbers registered, the granting of 
higher benefits and the lengthening of their duration re- 
duces the pressure on the unemployed to find a new job 
as quickly as possible and also raises the minimum 
acceptable wage for a new job. 


In the United States, studies of interstate differences in 
unemployment have found that the rate is higher where 
benefits are higher relative to wages. Further research 
on the United States and Canada has shown that changes 


21 See SOPEMI (Systeme d’ observation permanente des migrations), 
Rapport, 1975, OECD, Paris. 
; LA Ga France another contributory factor in the 1960s was a large 
increase in the labour forces as a result of demographic factors; 
the size of the labour force had previously remained unchanged for 
a long time. 

23 See Economic Report to the President transmitted to the Congress, 
February 1975, Washington 1975, p. 123. 
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in unemployment benefits have a significant and sub- 
stantial effect on raising measured unemployment, by 
inducing workers to undertake a longer job search. The 
influence of increased unemployment benefits on measured 
unemployment has also been found to be substantial in 


the United Kingdom.” 


In recent years, there have been progressive improve- 
ments in unemployment protection schemes in all coun- 
tries of western Europe. First, there has been a general 
trend towards extension of the scope and coverage of 
such schemes. In most countries, there is compulsory 
public unemployment insurance and often separate pro- 
grammes for workers of certain sectors provide important 
supplementary benefits. In other countries voluntary 
unemployment insurance schemes, based on trade 
unions’ funds often with supporting State subsidies, 
cover a wide range of workers.2* In many cases, comple- 
mentary benefits are supplied by unemployment assis- 
tance schemes: these are intended to top up the benefit 
rate in case of need,?? ог to succeed the benefit when it 
reaches its maximum duration (usually these complemen- 
tary benefits are subject to a means test). Usually 
there are a few categories of workers who are excluded 
from such protection schemes—for example, civil servants, 
who have high job security anyway, part-time workers, 
and new entrants to the labour market. Secondly, the 
amount of unemployment benefit has not only been sub- 
stantially increased, but a growing proportion of benefits 
are related to the claimant’s previous earnings and are 
supplemented with dependent and other allowances. 
There has been a growing tendency to regard unemploy- 
ment compensation not merely as payment to prevent 
undue hardship, but rather to maintain a certain standard 
of living during unemployment. Thirdly, the duration of 
benefit has been substantially extended, and often further 
temporary extensions are allowed in periods of severe 
recession. 


Table 1.9 gives a summary of the level and duration of 
existing unemployment benefits in selected countries. 
The table is a simplified picture of extremely complex 
regulations which differ greatly among countries.?* It is 
therefore difficult to generalize. But, in broad terms, 
several schemes aim to provide a benefit rate in the range 
of one-half to two-thirds of pre-unemployment earnings; 
in addition, various family and other allowances are 
also granted. Higher percentage benefits are frequently 
payable to lower paid workers, while ceilings exist for 
higher paid workers. In general, benefits are calculated 
on pre-tax earnings and are exempt from income-tax and 


34 See references in О. Maki and 2. A. Spindler “The effect of ` 


unemployment compensation on the rate of unemployment in 
Great Britain”, Oxford Economic Papers, November 1975. 

25D. Maki and 7. A. Spindler, oc. си. 

% “Voluntary” does not refer to the choice of individual workers 
to join such schemes, but to the freedom of trade unions to establish 
them. Individual workers belonging to a trade union are auto- 
matically covered by the union’s insurance scheme. 

27 In France the assistance scheme is applied generally. 


*8 Other details, such as conditions to entitlement, waitin i 
| м | ; g period 
etc, will be found in the source given at the foot of the table. 
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TABLE 1.9 


Summary of unemployment benefits and their duration 


ee Oe ve Spe Sg ce Pe ee 


Unemployment benefits, supplements, and allowances 8 
(insurance schemes only, excluding assistance, except for France) 


Maximum duration оу benefits 


Types of 
Country schemes % 
Austria . C+ A 
EIA se Be ay © 
ре s faa. < № 
Finland . УЕА 
Егапсе C+A 
Germany, 

Fed. Rep. of . С+А 
Ireland Cat A 
Netherlands . С+А 
Мор Ее. С 
Sweden . У+А 
United Kingdom. . iC 
Ganadassee «tier oats С 
United States. ... © 


40 per cent of earnings at mid-point of wage-bracket concerned 
(maximum 2,523 schillings per month, plus housing allowance). 
Dependency allowance (240 schillings each). 


60 per cent of average daily wages, reduced to 40 per cent after 
one year, if not head of family. 


Varies among funds: up to 90 per cent of average wage (maximum 
116 Kr per day). Travel, removal and double residence allowances. 


Varies among funds: up to 30 marks per day for members with 
dependents, to 23 marks for others. Rent, clothing and transpor- 
tation allowances. 


Assistance: 12 frs per day, reduced to 11 frs after 3 months (subject 
to income test), plus dependency allowance 4.80 frs per day for 
each dependent. Insurance scheme: 40.25 per cent of former 
remuneration, reduced to 35 per cent after 3 months (ceiling 33,000 
frs for 3 months), with a daily minimum of 17.50 frs (15.22 frs after 
3 months). Cumulation limit: for single persons 90 per cent and 
for married 95 per cent of former wages. Supplementary scheme 
for employees discharged for economic геазс: 5: 90 per cent of 
reference gross wage maximum (ceiling 33,000 for 3 months). 
Income guarantee for aged. 


44-80 per cent of earnings, varying inversely with wage brackets. 
Dependency allowance (12 marks a week each, maximum 90 per 
cent of earnings for lower wage groups, 70 per cent for highe 
groups—with dependents). : 


£9.90 a week plus dependency allowance (£6.35 a week for adult 
dependents, £2.80 each for first and second child, £2.35 each other 
child under 18). 


80 per cent of earnings (maximum 138.33 guilders a day). 


4 crowns a day, plus 0.1 per cent of annual income. Dependency 
allowance (4 crowns each). Travel and removal allowances. 


Varies among funds and wage brackets (40-130 crowns a day). 


£11.10 a week, plus earnings-related supplement (?/; of earnings 
between £10 and £30, plus 15 per cent between £30 and £48). 
Maximum cumulation: 85 per cent of average weekly earnings. 
Dependency allowance (£6.90 for one adult, £3.50 for first child, 
£2.00 for each other child). 


66 ?/, per cent of average weekly insurable earnings. Up to 75 per 
cent for low-income claimants. 


About 50 per cent of earnings, according to State. Dependents’ 
supplements in several States. ; 


30 weeks if 156 weeks of insured 
employment in last 5 years. 

20 weeks if 52 weeks insured in 
last 2 years; otherwise 12 weeks. 


Unlimited. 


Up to 21 years. 


200 days per calendar year; 
450 days in 3 consecutive calendar 
years; special extensions in severe 
local employment situations. 


Assistance: unlimited, but reduced 
10 per cent every year (maximum 
reduction 30 per cent for those 
aged 55 or over; no reduction for 
loss of job after 55). Insurance: 
365 days (609 days for those be- 
tween 50 and 55; 730 days for 
those 55 or more). 


312 days if 104 weeks of employ- 
ment in last 3 years. 


312 days for each spell of unem- 
ployment. 


156 days a year. 


20 weeks a year; up to 30 weeks 
for people over 50 years; until the 
age of 67 for people over 64 years. 


300 days; 450 days for people 
above 55 years. 


312 days for one spell. Earnings- 
related benefits paid only for 
156 days. 


51 weeks. 


26 to 39 weeks, according to State. 
Federal Government extends du- 
ration to 65 weeks during high 
unemployment. 


a бб 
Source: International Labour Office, Unemployment Protection under Social Security, Geneva 1975 (Committee of Social Security Experts, Geneva, 26 November- 


_3 December 1975), Doc. CSSE/D.1. 1975. 
-_ Norte, — Where benefits are related to wages or earnings, these are measured as pre-tax earnings, Benefits are, in general, tax exempted. 


‚ 


а С = compulsory insurance; A = assistance scheme; У = subsidized voluntary insurance. Assistance schemes refer only to special unemployment assistance (general 


public assistance schemes for low-income people operate in all countries). 
} > Family allowances payable under the general social security schemes are excluc > 5 
In several и seen contracts provide important private supplements to public benefits for specific categories of workers. 


> 


See 


luded, as well as allowances for training, mobility, etc. provided under other legislation. 
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social security contributions.” The net advantage from 
tax free unemployment benefits may be further increased 
by cuts in work-related expenses. In some extreme Cases, 
a workers’ disposable income net of taxes and work- 
related expenses when unemployed may be greater than 
when he was employed.*” (Supplementary schemes for 
workers belonging to certain union schemes are not listed 
in the table.*! These often provide almost full income 
maintenance for unemployed workers over long periods.) 


The level and duration of unemployment benefits in 
force in 1975 shown in table 1.9 are the result of gradual 
improvements over long periods as well as more recent 
changes in benefit schemes. They may therefore have 
had a substantial effect in raising both the long-term 
unemployment trend in certain countries and the rate of 
unemployment in the 1974-1975 recession relative to 
previous ones. 


It is important to point out that schemes for higher 
income protection for the unemployed were originally 
introduced to meet not so much the problems of high 
cyclical unemployment but rather the employment 
problems caused by structural change.*? Given the ргс- 
vailing shortages of skilled labour in certain growth sectors 
in several countries, quickening structural change neces- 
sitated a more rational utilization of labour resources. 
This implied social acceptance of the costs of higher 
levels of frictional unemployment in order to obtain the 
benefits of greater labour mobility. In a sense, a rise in 
the level of recorded frictional unemployment was policy 
induced. The extension of the scope of unemployment 
protection and the increase in unemployment compen- 
sation and its duration, not only caused a substantial 
increase in the normal “acceptable” level of unemploy- 
ment, but also had the predictable effect of magnifying 
cyclical unemployment in time of recession. 


One example of a country where a permanent rise in 
the level of frictional unemployment was policy induced is 
the United Kingdom. In this country, the turning point 
took place in 1965-1966. During the preceding twenty 
years, unemployment had been kept at a low level (1.5 
per cent of the labour force, or less); persuading unions to 
accept manpower reductions was difficult and firms 
tended to hoard labour. Large sections of industry were 
over-manned while at the same time there were labour 
shortages in growth sectors. In order to achieve a better 
utilization of labour resources, a number of measures 
were adopted. The Redundancy Payments Act (1965), 


[п the United Kingdom, the worker becoming unemployed 
usually receives a rebate of part of the income-tax already paid in 
previous months of the year (under the PAYE scheme the individual’s 
tax rate is set at the beginning of the tax period on the basis of an 
‚ assumed annual income), 


j 50 This is more often the case for workers also earning non-wage 
income. The tax free nature of generous unemployment benefits is 
usually the point on which such schemes have been questioned on 
equity grounds. See Economic Report of the President, transmitted 
to Congress, February 1975, Washington, 1975, p. 124. 

81 Examples of such schemes are those for workers in the mining 
and steel industries in Belgium, and for workers in the automobile 
industry in the United States. | 


32 See ILO, Unemployment Protection under Social Security, 
Geneva 1975. 


by providing for a lump sum payment to workers made 
redundant or laid-off for substantial periods, aimed to 
reduce resistance to change and the fear of redundancy. 
In 1966 the National Insurance Act introduced the pay- 
ment of cearnings-related unemployment benefits in 
addition to the basic flat-rate unemployment and sickness 
benefits; this innovation was aimed at encouraging 
skilled workers with relatively high earnings to incur the 
cost and risk of changing jobs.* Although these measures 
had obvious social purposes in reducing the hardship of 
unemployment to individuals, the economic motives were 
clear both from the specific objectives of the schemes and 
from their general policy context.** Between mid-1966 
and mid-1967 recorded unemployment doubled (from 
300,000 to almost 600,000). This increase coincided with 
recession; however, the level of unemployment remained 
close to the higher level during the subsequent revival of 
activity. In the following years, the familiar relationship 
between employment, unemployment and _ vacancies 
temporarily broke down. In the middle of 1973 there was 
an acute shortage of labour, but at the same time over 
half a million workers were recorded as unemployed. It 
was then widely recognized that ‘full employment” could 
be taken as half a million unemployed, for at that level 
the unemployed largely consisted of short-term job 
changers.*® Subsequent analysis has established that the 
effect of increases in unemployment benefits on the general 
level of measured unemployment is significant and sub- 
stantial.** 


In other countries there was not such a watershed. 
Continuous improvements in benefit schemes have often 
had a gradual influence on the level of “normal” ип- 
employment and existing benefit schemes probably 
explain to a large extent the record number of claimants 
in the present recession. 


Unemployment, although causing hardship and inse- 
curity, is no longer a major cause of poverty. Poverty is 
more likely to be found in families headed by someone 
who cannot work because of ill-health, old age or domestic 
responsibilities, among part-time workers, and those 
employed permanently in low wage occupations; it 1$ 
now less often found among the temporary unemployed 
receiving generous benefits and who sometimes belong to 
families with two or more members working. 


A sample survey of the unemployed made in the 
Federal Republic of Germany in early 1975 shows that 


33 The ratio of net unemployed income to net employed income 
(for married persons, on average earnings, with two children) in 
the United Kingdom rose from just under 50 per cent in 1965 to 
about 69 per cent in 1966: currently it is about 75 per cent. 


i The Selective Employment Tax was also introduced in 1966 
with the long-term objective of encouraging greater economy of 
labour in the service sector. A national incomes policy incorpo- 
rating productivity criteria (implying manning reductions) was 
also in force at the time. 

35 See W. W. Daniel, A National Survey of the Unemplo ed, PEP 
London 1974, р. 2 р. Maki and Z. А. Seinen de es a 
36 On average the effect of the Earnings Related Supplement was 
to raise the over-all and male unemployment rates by 30 per cent 
and 33 per cent, respectively, as between 1960-1965 and 1967-1972. 
(ERS does not account for the entire upward shift in unemployment 


rates.) D. Maki and Z. A. Spindler, loc. cit. 


Developments in 1975 21 


only 20 per cent of the unemployed had great difficulty in 
managing. In many cases unemployment was voluntary, 
as German workers are reluctant to accept new jobs at 
lower rates than those previously earned, or in different 
areas. (In the first half of 1975 over 100,000 suspensions 
of benefit were due to refusal to take up suitable employ- 
ment.) When unemployment benefits run out after one 
year, the choice is between accepting an available job or 
going on to unemployment assistance. This is not only 
lower but is also subject to a means-test which many 
unemployed will be unable to pass. The number of 
people receiving unemployment assistance rose from 
28,000 in January 1975 to 104,000 in August, but it is 
thought that this might not rise much further.*’? In the 
United Kingdom, a sample survey of the unemployed, 
carried out in 1974, found that only 55 per cent of jobless 
people seeking work thought that finding a job as soon 
as possible was very important.** (The proportion was 
higher in high benefit income groups, as these groups 
usually cover a larger number of family heads.) As many 
as almost 3 out of 10 of the respondents declared that 
being out of work was “‘not too bad’’, and less than half 
that it was “very bad’ (and not always for financial 
reasons). Among those experiencing financial difficulties, 
almost one-fifth declared that their main difficulty was not 
having money for extras or for going out.*® In countries 
where unemployment benefits are particularly generous 
and long-lasting, the incentive to search for a new job is 
limited, and many workers may consider a period of un- 
employment as an opportunity for enjoying leisure.*° 


UNEMPLOYMENT BY SEX, AGE AND DURATION 


In some countries during the last decade registered 
unemployment increased far more for females than for 
males. In Belgium and France, in the early 1960s, there 
were, respectively, 4 to 5 and 6 to 7 unemployed women 
for every 10 men. The female/male ratio has steadily 
increased, and in September 1974 and 1975 in both coun- 
tries there were more females than males unemployed. 
Since in both countries the number of women in the labour 
force is about half that of men, the implication is that the 
unemployment rate for females is more than double that 
for males. In the Federal Republic of Germany there was 
also a long-term increase in the share of females in total 
unemployment. Until 1968, the number of unemployed 
females was less than half that for men. The ratio in- 
creased sharply in subsequent years, and the number of 
unemployed women is now sometimes greater than that 
for men. (In the Federal Republic there are substantial 
seasonal and cyclical variations. In September 1975 the 


37 Department of Employment, “Unemployment Problems in West 
Germany”, Department of Labour Gazette, London, October 1975. 
38 W. W. Daniel, op. cit., p. 29 and р. 122. 

39 W. W. Daniel, op. cit., pp. 43-47. 

_ 4 И is reported that in Denmark many unemployed take all- 
inclusive winter holidays to Spain and Greece. Out-of-season low 
prices, combined with a favourable rate of exchange, make holidays 
on 


Mediterranean shores less expensive than living at home. See 


те della Sera, 16 January 1976. 


female/male ratio among the unemployed was 0.85.) 
In Denmark the female/male ratio of unemployed rose 
from 0.14 in 1965 to 0.42 in 1975; in the Netherlands from 
0.14 to 0.33; and in Sweden from 0.25 to 0.75. The rise 
in relative female unemployment in these countries appears 
to be a structural feature (including rising participation 
rates), only moderately affected by the business cycle. 


The relative degree of female unemployment depends 
on two sets of factors: (a) the vulnerability of female 
employment and (5), female attachment to the labour 
force. In principle, women would be more vulnerable to 
lay-offs than men of the same age as they usually have less 
training, fewer years of experience and fewer seniority 
rights. However, a large number of women work in sectors 
and occupations (such as white-collar jobs, the services 
and government) where employment is relatively stable. 
A smaller proportion of women are employed in occupa- 
tions and industries with sharp cyclical fluctuations (such 
as construction and the metal sector). Female attachment 
to the labour force in periods of slackening labour demand 
varies greatly. On the one hand, women (especially 
married) who lose their job may easily become “‘discour- 
aged workers” and withdraw altogether from the labour 
force; on the other hand, others may apply for a job to 
augment family income when demand for manpower, and 
their husband’s earnings, are falling. In past recessions, 
the net combined effect of women leaving and joining the 
labour force used to be negative, and sometimes large. 
The steady rise in female unemployment may suggest that 
the attachment of women to the labour force is higher now 
than it used to be. One of the side-effects of improved 
unemployment protection schemes is that more women 
are now entitled to unemployment benefit; since the 
amount of benefit is often substantial, there is a stronger 
incentive for women to register as unemployed. 


In the United Kingdom, the female/male ratio among 
the unemployed remained remarkably stable at less than 
0.20 between 1968 and 1974.2 It rose to almost 0.28 in 
1975, but it is still very low, especially when taking into 
account the fact that females account for about 40 per cent 
of the labour force. In this country, married women have 
been able to opt for a much reduced social security con- 
tribution on the grounds that a number of contingencies, 
including unemployment, would be covered by the hus- 
band’s contribution.“ For this reason, a large number of 
married women, on becoming jobless, are not entitled to 
unemployment benefit and therefore have little incentive 
to join the unemployment register. In the United King- 
dom, registered female unemployment greatly under- 
estimates the real level. The 1971 Census revealed 230,000 


41 In the Federal Republic of Germany the large cyclical variations 
in the share of females in total unemployment is due to the extreme 
sensitivity of male unemployment to the business cycle, rather than 
major cyclical variation in female unemployment. 

42 There was a fall from about 0.30 in 1965 and 1966 to less than 
0.20 in 1968, but this seems to be due mainly to the high increase 
of unemployment among men (men were most affected by the 
“shake-out” which followed the 1965-1966 measures). 

43 This regulation is being changed. Higher social security con- 
tributions, and consequently higher entitlement to unemployment 


benefits, may well increase the number of women on the unem- = 


ployment register. > 3 
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females who were looking for a job but who were not on 
the unemployment register.“* 

Another recent feature is the rising level of unemploy- 
ment among young people. For example, at the time of 
the 1967 recession, the number unemployed under the age 
of 25 was 25 per cent of the total in the United Kingdom, 
13 per cent in the Federal Republic of Germany, 24 per 
cent in France and 15 per cent in Belgium. In 1975, the 
proportion was 42 per cent of the total in the United 
Kingdom, 28 per cent in the Federal Republic of Ger- 
many, 37 per cent in France and 46 per cent in Belgium.” 
Since young workers account for a much smaller share of 
the total labour force, it is clear that their unemployment 
rate is far higher than the average. 

Of the total increase in unemployment between 1973 
and 1975, people under the age of 25 accounted for 30 per 
cent in the Federal Republic of Germany, 45 per cent in 
France and almost 60 per cent in the United Kingdom. 


The large increase in the unemployment of young 
workers is only partly explained by demographic devel- 
opments (increasing number of people in the younger age 
brackets) arising from the post war “‘baby-boom’’.** In 
fact, the demographic factor is partly offset by the longer 
time spent on education and training. Several other 
factors have led to the rise in youth unemployment: first, 
the extension of unemployment protection schemes may 
attract a larger number of young applicants; second, work 
opportunities for young people may be lessened by greater 
job protection for older workers (this is the case in the 
Federal Republic of Germany); third, minimum wage 
regulations may also have an adverse effect on job oppor- 
tunities for school leavers (by making the recruitment of 
inexperienced workers unprofitable for employers); and 
fourth, there is often a mismatch between the skills of 
young applicants and those demanded by employers. 
A further reason which explains much of the unemploy- 
ment of young people is the high rate of turnover in this 
section of the labour Фогсе.*7 Young workers have a high 
rate of entry, exit and re-entry into the labour force, and 
also have above-average lay-off and quit rates.*® 


44 бее Department of Employment Gazette, March 1975. The 
Census also revealed 70,000 unemployed males who were not 
registered. The number of unregistered males does not change 
much over time, but unregistered female unemployment has risen 
considerably since 1961. 


45 Data for 1975 refer to the months of July for the United King- 
dom, to September for the Federal Republic of Germany, to June 
for France and to December for Belgium. Data for the United 
Kingdom and the Federal Republic of Germany are upward biased 
by school leavers. 


46 In some countries this factor is absent. For example, in the 
Federal Republic of Germany, in the first half of the 1970s, the 
number of people in the age group 15-24 remained virtually stable. 
However it will increase considerably between 1976 and 1985. See 
Wachstum und Arbeitsmarkt, Angebot und Bedarf an Arbeitskriften 
bis 1990, Niirnberg 1975. 


a ac a certain extent, in some countries, this applies to women 
as well. 


48 High rates of labour force turnover usually have an effect on 
measured unemployment which job-to-job mobility does not 
always have. This is shown by surveys made in the United States: 
during the 1961 recession less than half of the persons who changed 
jobs for any reason, including job loss, experienced unemployment 
(in normal periods the proportion is still much lower). See Economic 
Report of the President, Washington 1975, p. 102. 


The duration of unemployment is a major character- 
istic in determining its severity. Table 1.10 shows the 
duration of unemployment (by sex, and by three broad 
age groups) in France, the Federal Republic of Germany 
and the United Kingdom in 1973 and in 1975. Chart 1.3 
shows the same developments between 1973 and 1975 for 
more detailed age groups in the Federal Republic of 
Germany and the United Kingdom. It appears that young 
applicants (although representing a substantial and in- 
creasing share of total unemployment) are generally 
unemployed for a short period. This is true of both 
periods of normal and of high unemployment. In 1973 
young applicants who had been on the register for less 
than 3 months accounted for 64 per cent of the total 
unemployed for their age group in France, 80 per cent in 
the Federal Republic of Germany and 73 per cent in the 
United Kingdom. The shares were a bit lower in 1975 for 
France and the Federal Republic of Germany (both 55 
per cent), but about the same for the United Kingdom 
(76 per cent). The number of young applicants who were 
unemployed for more than one year was negligible in all 
three countries, both in 1973 and in 1975. (However, an 
increasing proportion of them were unemployed for 3 to 
12 months.) 


Older workers account for a high proportion of the 
total number of those experiencing relatively longer 
spells of unemployment. In 1975 jobless males aged 
50 and over represented about 60 per cent of all males 
who had been unemployed for more than one year in 
France and the United Kingdom and 32 per cent in the 
Federal Republic of Germany.*® The lower level of un- 
employment for older workers in the Federal Republic 
of Germany is due to the high job protection granted to 
them in this country (a factor which lessens job oppor- 
tunities for young applicants). Older workers usually 
have a relatively low incidence of unemployment because 
of their longer tenure and greater job security. However, 
when they do lose their job it is more difficult for them to 
find a comparable one: their skill may have become obso- 
lete, they may be reluctant to move to another region or 
to another profession, their re-training may not be 
worthwhile for the employer, and so on. 


In the age group 25-49, about half of the registered 
males in 1975 had been unemployed for less than 3 months. 
The number unemployed for more than one year has not 
grown much since 1973, either in absolute or in relative 
terms (however, this may be due to withdrawals from the 
register after expiry of the entitlement period for un- 
employment benefit). However, the proportion of this 
age group who had been unemployed from between 3 to 
12 months has increased considerably. 


Altogether, a very large proportion of total job appli- 
cants in 1975 (males and females) have been on the un- 
employment register for less than 3 months: 45 per cent 
in France, 42 per cent in the Federal Republic of Germany 
and as much as 58 per cent in the United Kingdom. This 
Suggests that, in spite of the lengthening of the average 


49 The comparison is made for males only because of the large 
underrecording of female unemployment in the United Kingdom. 
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TABLE 


1.10 


Unemployment according to duration, sex and broad age-groups in France, the Federal Republic of Germany 
and the United Kingdom, 1973 and 1975 


ee TE et 


Males 


Females 


Duration, in months 4 


Duration, in months “ 


Mor Total Less More 
Country, year and age-group Petit Mal 1-3 3-6 6-12 han 22 temas than 1 1-3 3-6 6-12 than 12 
France 
June 1973: 
Wnders252 estan he ern 36.6 1/529 eee One 5.6 3.9 1.0 58.2 19.6 Si eee ded 9.4 2,3. 
ЕЕ О оба 72.6 18.1 18.8 1416 12:1 9.1 57.9 10.5 И oe 12.4 7.8 
SQsanGOven® пе 2 58.6 9.5 8.9 10.8 11.8 РА 45.5 3.6 6.4 7.9 9.4 18.1 
Total 167.9 Еды. ВЛАС “31.0 27.8 31.8 161.6 337 1735.02) es ee 28.2 
June 1975: 
пе 25: ee eee 116.3 39:3.) 34.4: 23.2 1114 2.0 160.1 ALG a) 39 34,579" 3837 apes 
DAT AS nee аль: 185.0 Sa 2 Oe 40.4 95:1 13.3 128.2 19,08 4285S 31030 15.8 
Эа огне о 85.4 9.0 159 189 18.1 23:5 63.3 532 9:0 117 343 231 
Total 386.7 85.8 103.1 88.5 70.6 38.8 351.6 65:8. 156s ee Oe 46.1 
Germany, Fed. Rep. of 
September 1973: 
ео Mea ee 18.2 9.4 6.2 1.5 0.8 0.3 32.8 13:6; 611.5 4.3 3.0 0.4 
ЕЕ 47.6 15.3 147 ЗЕ 6.3 4.2 56.0 15.8 174 105102 LA 
Опа ое 40.5 3.9 7.2 бот 9.4 24.0 4.1 6.1 5.0 6.4 2.4 
Total 106.3 28.6 28.1 15.5202 13.9 112.8 33 95525:0519:8 19.6 4.9 
September 1975: 
Wade sere. mens se cotta. 143.8 33.2 ed 129.2 27.8 6.4 143.6 3115. 41 33 fae 29 29. 6.0 
оО: 304.7 49:97 72.8. 63.85 83.6 34.5 241.2 34.0 58.1 55.2, 74,4 19.5 
50. апа оуег. ...... 98.0 9.0 16.8 19.3 33.6 19.3 75.2 YA sy eee 0 Е УЕ 11.0 
Total 546.5 92.1 136.8 112.3 145.0 60.2 460.0 73.1 120.1 101.4 129.0 36.5 
United Kinzydom 
July 1973: 
(Winders? 5 artes и 107.7 54.6» 24.1 12.0 9.4 7.6 46.5 24.1 10.5 S27, 4.2 1.9 
ВЫ, ока 180.7 44.6 39:4. 25.97 "251 45.6 27.0 Tee, 6.7 4.6 4.2 4.3 
SO: and Over. ness. cea 181.4 18.6 23.6 22.3 33.0 83.9 18.0 | 2.1 2.6 3.1 7.4 
Total 469.8 1077—8711 60.2 67.4 137.3 91.5 SS. Jie lO GA Oe а 13.6 
July 1975: 
ео aces 289.1 14.3. 73:5: 39.6.5525 9.5 147.1 86.0 331 16.7 9.0 2) 
PESTA SiS eh а Е 317.6 74.2 89.0 61.0 50.2 43.3 5.60 15.65. 16:95 11.5 eA 4.7 
Зап оу. 208.2 25.2 =-37.3- 32:3 53123 76.4 24.3 3.9 32 4.5 3.9 6.6 
Total 814.9 240.7 199.7 132.8 112.5 129.2 22 1-2 1056. 522 325 199 13.8 


Source ; National statistics, 


а For the United Kingdom, duration in weeks (4 or less 3 4-13; 13-26; 26-52; over 52). 


spell of unemployment in the current recession, unemploy- 
ment still remains a relatively short experience for most 
of the individuals concerned. 


(iii) Small countries 


The high degree of foreign trade dependence of the 
smaller west European countries makes them especially 
vulnerable to external economic influences. For this 
reason it might have been expected that their economies 


would have been among the most severely affected by the © 


present recession. In 1975, however, there were some 


significant differences among them: some achieved an | 
expansion of GDP while for others the decline was appre- | 


ciably greater than the west European average. This 


section outlines the main similarities and differences in | 


their economic performance in 1975. Although there 
has been some tendency for the smaller countries to 
pursue rather more expansionary policies than the larger 
countries, the priority given to different policy objectives 
has recently varied significantly among the smaller coun- 
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tries. The principal policy measures adopted are enumer- 
ated below. 


Sweden and Norway have given overriding importance 
to the maintenance of employment and have been success- 
ful in this; they also managed to increase their GDP in 
real terms in 1975. The two countries were not deflected 
from their goals by a significant deterioration on the 
current account of the balance of payments. 


The most comprehensive policy package appears to 
have been developed in Sweden. Its two main charac- 
teristics are: the short-term priority given to full employ- 
ment over other objectives, and a consistent and quantified 
conception of long-term goals. Under the first heading, in 
1975 Sweden incurred a deficit in central government 
finance equivalent to 3.8 per cent of the GNP. This went 
along with a current account deficit in the balance of 
payments equal to 2.7 per cent of the GNP (representing a 
deterioration of over | per cent of the GNP from 1974 
and one of over 5 per cent from 1973). The rise in con- 
sumer prices in the course of 1975 (about 10 per cent) was 
below the OECD average. The results of the policy can 
be seen in the unemployment rate which in the second 
and third quarters of the year was 1.5 per cent of the 
labour force, equal to 1.2 per cent of those insured. 
Employment between 1974 and 1975 increased by as 
much as 2.5 per cent. The GNP in real terms is estimated 
to have grown by about | per cent. 


The measures taken to keep up aggregate demand have 
been directed not only at the stimulation of personal con- 
sumption but largely also to the stimulation of investment. 
In addition to fixed investment, investments are being 
made in human capital in the form of worker training 
schemes and family protection measures. As part of the 
stimulation policy income-tax rates were reduced on | 
January 1975, giving the average wage- and salary- 
earner a rise in disposable income of the order of 8 to 10 
per cent. This measure contributed to the conclusion in 
the spring of a national wage agreement valid for two 
years, the provisions of which are thought compatible 
with a rise in consumer prices over 1976 by 7 to 8 per cent. 


In promoting fixed investment by private firms, reliance 
was placed on the cyclical investment reserve funds which 
are a long-standing instrument of Swedish economic 
policy and on the special funds into which firms had to 
place 35 per cent of their profits in the boom year 1974; 
in the course of 1975 about 5 billion kronor was released 
from the funds but much of this will actually be spent in 
1976. At the turn of the year the funds contained 6.8 
billion, a sum equal to well over [1 per cent of the esti- 
mated value of all fixed investment in the economy in 
1975 and almost 47 per cent of the value of fixed invest- 
ment in private industry. A tax remission was introduced 
for investments in machinery before the end of 1976. 
Monetary policy measures taken to channel savings into 
long-term lending to firms resulted in the placement of 
2.6 billion kronor worth of industrial bonds in 1975 as 
against 1.4 billion in 1974. The National Pension Fund 
invested 0.5 billion in shares. The State also stepped up 
its support for private residential construction and for all 


own investment outlays in the nationalized industries, 


on schools, roads, housing, etc. Both the larger private 
firms and municipalities were encouraged to borrow 
abroad in order to increase the volume of their invest- 
ments and at the same time to help to finance the external 
current account deficit. 

State support in the form of tax concessions and loan 
guarantees facilitated the production of 3.2 billion worth 
of goods for stock. These are largely exportable forest 
industry products kept in reserve for expected revival of 
world demand. Special subsidies encourage the release 
of older employees for training courses and their tem- 
porary replacement by school-leavers. 


The general orientation of Norway’s economic policy 
was very similar to that of Sweden’s, with perhaps the 
difference that less attention needed to be paid to long- 
term considerations. The reason lies in the country’s large 
oil reserves, exports from which started during 1975. 
The flow of oil will remove balance-of-payments restric- 
tions for many years ahead. Expectations of future 
increases in import capacity allowed for a presently large 
current balance-of-payments deficit which in 1975 equalled 
10.6 per cent of the GDP. The Central Government's 
budget deficit in 1975 was 1.3 per cent of the GDP. If the 
social security sector is included there was a joint surplus 
of 0.6 per cent, compared with a 1974 surplus of the central 
government and the social security administrations to- 
gether amounting to 3.2 per cent of the GDP. Consumer 
prices are estimated to have risen by slightly less than 
12 per cent in 1975, compared with just over 10 per cent 
in 1974. Unemployment in November 1975 was 1.6 per 
cent of the labour force. 


In addition to the change in fiscal policy, an expansion- 
ary monetary policy contributed to the maintenance of 
aggregate demand. New facilities were created for the 
financing of stock-building by export enterprises. Special 
credit terms for the fishing industry had been in existence 
for some time. The Norwegian shipping industry has 
been particularly hard hit by the depression: the loss in net 
freight earnings in January-September 1975 in comparison 
with the preceding year was 2.2 billion kronor, equal to 
15.4 per cent of 1975’s estimated current account deficit. 
To prevent enforced sales abroad of ships at knock-down 
prices and the cancellation of ship-building orders at 
heavy cost, a new financial institution is being created, 
with more than half of the liability assumed by the State, 
to guarantee loans contracted by shipping companies. 


With Government participation a national wage settle- 
ment was reached in the autumn which substitutes tax 
reductions, food subsidies and higher children’s allow- 
ances for 50 per cent of the wage increases that would have 
been due under the indexation arrangements previously 
in force. Compensation for the other 50 per cent of the 
price increase-has been cut to the equivalent of 30 per- 
centage points and is being paid out in the form of a 
fixed amount of direct pay rise. These changes are 
estimated to have a lowering effect on the annual growth 
rate of consumer prices by 2 percentage points. Wage 
and salary negotiations are due to be renewed in the 
spring of 1976. 


Developments in Finland were similar to those in Sweden 
and Norway in that domestic demand remained strong. 
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in the early part of the year. Investment both in fixed 
assets and in stocks went on rising well into 1975 and the 
real earnings of employees for the year as a whole rose by 
more than 4 per cent in comparison with 1974. At the 
end of December consumer prices were 18 per cent higher 
than a year earlier. The boom was broken in the course 
of the year when the world market prices of forest prod- 
ucts declined and export volume fell even more. In 
March an import deposit scheme was introduced but, 
in spite of this, the current account for 1975 closed with 
a deficit equal to 8.8 per cent of the GNP. Unlike 
Norway, Finland has no oil reserves and restraining the 
growth of external indebtedness has become one of the 
principal aims of policy. At the same time, however, at 
year-end unemployment reached 3.5 per cent of the labour 
force and is still rising, although in the spring some sea- 
sonal improvement can be expected. 


In January 1976 Parliament approved an employment 
support programme financed by a compulsory loan levied 
on incomes, a special wealth tax, rises in indirect taxes, 
and some borrowing abroad. It is intended to spend 
altogether a sum exceeding 4 per cent of the GNP. Also 
in January a national agreement was reached concerning 
wages and salaries in 1976 which foresees a strong modera- 
tion of the rate of increase. It is hoped that the inflation 
rate of consumer prices over the year can be held to 5 per 
cent, and with this end in view a price freeze for five 
months was introduced. However, this does not apply to 
agricultural prices. Should the target for price policy be 
reached, this would undoubtedly put a severe strain on 
the cash flow of enterprises. 


Developments in Austria, Belgium and the Netherlands 
have been similar to the extent that all three had reason- 
able current balances in 1975—Belgium and the Nether- 
lands being in surplus—but quite sharp falls in GDP. 
But a significant difference was the continued fall in 
Austria’s rate of inflation, whereas in the Netherlands the 
annual rate tended to accelerate (see table 1.14). 


Austria’s policy orientation was similar to Sweden’s 
and Norway’s, but its economic policy became active 
later in the course of 1975 than was the case in the two 
Scandinavian countries. Forecasts for 1975 had been 
much more optimistic than developments turned out to 
be, but the discrepancy was realized only gradually; and 
the “built-in stabilizers” of the Austrian economy func- 
tioned well. The fiscal deficit, which had been budgeted 
at around 2.2 per cent of the GNP, expanded automati- 
ically owing to the effect of the recession on both receipts 
and expenditures. Unemployment was kept down by the 
departure of foreign workers; in both November and 
December 1975 the number of persons in employment was 
0.7 per cent lower than a year earlier. Wage and salary 
_ settlements also moderated without apparent government 
intervention, those reached in the summer and autumn 
barely providing more than compensation for the rise in 
consumer prices since the previous year. 


The main drawback of reliance on the mentioned auto- 
matic forces is that it did not avoid a reduction in real 
gross fixed investment in 1975 by an estimated 7.0 per 
cent over 1974. The release of budgetary compensation 
funds for the support of public investments in the course 


of the year, as well as provisions in the 1976 budget, have 
been and are intended to counter this tendency. Further 
steps to stimulate both public and private investment 
were announced in January 1976. 


In the Netherlands an important factor in the present 
recession seems to have been the gradual deterioration of 
the financial situation and investment motivation of 
Dutch enterprises. This trend is not specific to the Nether- 
lands but it appears to have gone further there than in 
most market-economy countries. According to data 
published by the National Planning Bureau, between 
1960 and 1974 the share of value added in all enterprises 
(excluding mining, public utilities and housing operation) 
represented by wages and salaries grew from 71.5 to 
88.5 per cent. Some preliminary estimates for the de- 
pressed year 1975 put it as high as 95 per cent, which made 
the situation acute. Thus the volume of gross fixed invest- 
ment in 1975 appears to have been 10 per cent less than 
in 1974. Industrial investment has been pushed into a 
labour-saving direction by price control regulations which 
postulate a strong growth in productivity—although the 
rate assumed was reduced significantly in 1975—and also 
oblige firms to absorb part of the increase in labour costs 
per unit of output calculated to remain after the applica- 
tion of the postulation. These rules refer only to sales 
within the Netherlands, which may have been a contribu- 
tory factor to the rise of export prices. 


A major policy package was introduced in September 
1975. The Government is taking over a large share of 
employers’ social security payments, created a fund to 
support firms which have temporary liquidity problems, 
and is using specific measures to combat unemployment 
in industry, agriculture and construction. This was 
followed in late November by the submission to Parlia- 
ment of income policy guidelines for 1976 to which 
employers and employees will be required to conform. 
According to these, only those earning less than 20,000 
florins a year will obtain full compensation for price 
increases; thus real earnings of other employees will 
decline somewhat. 


The positive геза оп the current account is a more 
significant achievement for Belgium than for the Nether- 
lands in that the former has nothing comparable to the 
latter’s natural gas resource. Over the years preceding 
1975 Belgium appears to have improved its international 
competitiveness, probably owing at least partly to its 
wage and salary system. By providing many opportunities 
for institutionalized consultations on pay issues as well 
as automatic adjustments to the rise in the cost of living, 
this system may have kept above-index rate increases 
lower-than they would have been otherwise, even though 
it did not entirely prevent them. The drawback of the 
system is that price impulses originating in the terms of 
trade—as in 1973/74—tend to induce a long price-wage- 
price spiral. The impact of falling productivity in the 
depression also has to be fully absorbed by the employing 


firms. This mechanism has been reinforced by the strong | 


price control introduced in May 1975 and relaxed only in 
January 1976. As a consequence, in 1975 company profit- 
ability declined very sharply and many firms appear to 
have operated at a loss. The relatively favourable trade 
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results may on the export side reflect a willingness to 
accept such losses, whereas on the import side the reduc- 
tion of demand due to de-stocking played a part. In the 
first half of 1975 the volume index of exports was 6.8 
per cent lower and that of imports, 9.7 per cent lower than 
in the whole year of 1974. 


General policy measures taken in 1975 consisted of the 
adoption of a public investment programme extending 
Over several years, a growing budget deficit, and a faster 
expansion of the money supply than in 1974. In addition, 
tax relief was introduced on fixed investment for firms and 
on the holding of stocks. In certain regions small and 
medium businesses receive an employment premium. 
Special provisions promote the employment of young 
people and the early retirement of older employees in 
favour of younger members of the labour force. In 
January 1976 a further package of expansionary and price 
control measures was presented to Parliament. 


Denmark and Ireland achieved very considerable reduc- 
tions in their current account deficits in 1975 but as a 
result largely of falls in domestic demand and output 
(see section 1 (v) of this chapter). Furthermore, both 
countries expect some increase in their current deficits 
in 1976—for Denmark the external position could again 
become difficult. Price inflation for both countries deceler- 
ated sharply in the second half of 1975 but in Ireland is 
still well above the west European average. 


The improved current account for Ireland was especially 
striking: from a deficit in 1974 equivalent to about 10 per 
cent of GNP to one of about a quarter of that size last 
year. This was brought about through some increase in 
export volume (attributable to agricultural exports) and 
one of the steepest falls in import volumes in western 
Europe. Fiscal policy was expansionary in 1975 but this 
was reversed in the January 1976 budget. Taxation was 
increased on tobacco, beer, wines and spirits and on 
petrol; the VAT general rate was raised from 6.75 per 
cent to 10 per cent. 


Denmark is exceptional among the smaller countries 
in that there was a marked fall in domestic demand in 
1974. As a consequence, imports fell sharply in the second 
half of the year and in the early months of 1975, leading 
to a considerable reduction in the trade deficit. The 
policy measures taken in the autumn of 1975 to stimulate 
domestic demand as well as to reduce the rate of price 
inflation have, however, already led to some widening 
of the external deficit. 


With a 7 per cent decline in GNP in 1975 Switzerland 
stands apart from the other smaller countries. The 
magnitude of this decline resulted in a fall in import 

volume of almost one-fifth, causing the current account 
to move into very substantial surplus, exceeding 5 per cent 
of GNP. This surplus was a factor in the continued 
upward pressure on the Swiss franc. _ However, the 
appreciation of the currency, together with the severely 
depressed level of demand, resulted in the lowest rate of 
increase of consumer prices in western Europe. Even 
‘more than in Austria, the labour market was cushioned 
by the departure of foreign workers and in December 
1975 full-time unemployment, although on a rising trend, 


: : 


still amounted to no more than 0.9 per cent of the labour 
force. 


In the course of the year the Federal Government 
announced three successive demand-creation programmes, 
one involving the injection of 1.1 billion francs in June, 
one of 0.6 billion included in the budget for 1976, and one 
proposed to Parliament in December comprising the 
expenditure of 1.2 billion. The programmes include 
public investments under the auspices of the Confedera- 
tion, subsidies to Cantons and Communes for investment 
purposes, and credits for employment creation. However, 
some of the measures projected extend over several years. 
Even with the inclusion of the programmes the deficit of 
the Federal budget in 1976 is projected to be 1.4 per cent 
of the GNP, little more than in recent years, owing to a 
rise in various tax rates introduced in 1975. However, the 
State railways and the Cantonal Governments can also 
be expected to run significant deficits. Further measures 
to support demand are under consideration. 


(iv) Costs and prices 


WAGE RATES AND EARNINGS 


The rise in money wage rates generally slowed down 
through 1975. The data indicate a sharp deceleration in 
the rates of increase in the Netherlands, the Federal 
Republic of Germany and Switzerland, and a more 
moderate decline in France. However, in Austria, Italy 
and the United Kingdom the increases were significantly 
higher than in 1974 (table 1.11). Nevertheless the rate of 
increase in these last three countries decelerated in the 
second half, and quite sharply in the United Kingdom 
where the second quarter peak appears to have been 
inflated by a rush of settlements before the £6 a week 
pay rise limit became effective on 1 August. In Italy the 
acceleration in the growth of wage rates in the first two 
quarters was heavily influenced by an agreement, between 
Cofindustria and the unions at the end of January, to 
revise the industrial wage-indexing mechanism. By the 
last quarter in 1975 the quarterly rate of increase was 
generally well below the peak rates of the last two years. 
However, the deceleration in the growth of wage rates 
has only occurred at historically high rates of unem- 
ployment: in Belgium, the Federal Republic of Germany, 
Italy and the United Kingdom the quartely rate began to 
fall off only when registered unemployment had risen to 
around 3№ per cent. In Switzerland the sharp fall in 
wage rate increases in the first quarter of 1975 followed 
a rapid and continuing increase in registered unemploy- 


ment from the last quarter of 1974. 


Comparisons between changes in hourly wage rates 
and. average hourly earnings are only possible for a few 
countries. The effects of reduced overtime and short- 
time working are reflected in the sharp drop in the second 
and third quarters of the growth of earnings: in Austria, 
the Federal Republic of Germany and the United King- 
dom the growth of earnings fell well below that for wage 
rates (table 1.12). (In Belgium the relative movement of 
the two series is somewhat erratic, but this may be the 
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TABLE 1.11 


Annual and quarterly change in money terms and real terms of average hourly wage rates in manufacturing 


(Percentage change over corresponding period of previous year) 


A = Change in money terms 


В = Change in real terms # 


1974 


Country 1973 1974 1975 I Ш IV I И Ш IV 

Austria ° 

A Be 11,2 12.5 19.9 16.0 15.8 ИЯ 7.4 21.2 20.8 19.7 17.8 

igh acts ca ether, 5302 710.6 E.On Ay del Somme 108 113 100 99 
Belgium 

Ate oly Oo 3, & Me cise 16.9 21.0 5 / 20.1 23.0 25.1 23.9 19.7 15.8 

ЕВЕ И 5 т Зо 7.5 BS OMI 
France © 

Ae ceo eS ae 8 14.6 19.3 18.2 15.8 17.8 20.5 20.6 20.9 18.5 17.4 16.0. 

Ве ее ВАС О 4958 Nie о о р 
Germany, Federal Republic of 

ет ПТО и 9.8 12.0 9.1 Tale) 12.1 12.0 1233 11.0 9.2 8.4 Te 

Е па a9 4.7 2.9 3.6 4.7 4.6 5.4 4.8 2.8 222 2A 
Italy 

И И 24.3 22.4 26.7 27.9 22.1 20.1 20.6 28.4 29.7 26.2 23.0 

1S og Ee РИ 12.2 2.8 8.3 ПИ 49 —0.4 —3.3 4.8 8.4 9.6 10.3 
Netherlands 4 

сх но ae ieee ee 13.6 18.0 14.3 15.9 18.5 18.7 18.1 16.8 13.3 13.9 13.1 

Bier eee ae. Sy 7.7 3.7 6.6 8.9 8.0 6.5 5.6 21 3.1 3.3 
Switzerland © 

IND: ty tp Е 9.1 10.5 7.4 10.5 10.5 10.8 10.7 8.7 8.3 6.9 5.8 

В... 0.4 0.7 0.7 0.1 1.0 0.2 И 0.6 —0.2 0.4 1 
United Kingdom 

OMe ey ae aga a ore 12.9 17.3 29.8 13.6 14.7 18.4 21.9 26.5 34.2 29.5 29.0 

ое Ae ЧИ 3.4 1.0 4.5 0.6 —1.0 1.2 3.1 52 8.0 2.4 3.0 


Source : National statistics. 
в Change in money terms deflated by change in consumer prices. 
® Industry. 


result of a different coverage for each index.) Negative 
wage drift has probably occurred in France and possibly 
in Italy. In a number of smaller countries—Finland, 
Ireland, Norway and Sweden—hourly earnings in 1975 
rose more than in 1974, in some cases considerably more 
(table 1.12): in Norway and Sweden this largely reflects 
the relative mildness of the recession in those countries 
in the first three quarters of 1975. 


The growth of consumer prices has, in general, tended 
to decelerate fairly slowly, particularly in the first half of 
1975. In those countries where the growth of wage rates 
and earnings began to decelerate sharply at the beginning 
of the year (Belgium, Netherlands, Federal Republic of 
Germany, and Switzerland), the growth of real earnings 
(in the first three quarters) has been much lower than in 
1974. Through 1975 the deceleration has been particularly 
sharp in Germany, real hourly earnings falling from a 
5.1 per cent rate of increase in the first quarter to 1.5 per 


с Quarterly figures for France for wage rates refer to January, April, July and 
October. Annual figures are centred by averaging data from January of current 
year to January of following year. 


4 Males. 


cent in the fourth (the quarterly data on wage rates 
suggests that a similarly fast deceleration occurred also 
in the Netherlands). The deceleration of real earnings 
growth through 1975 also occurred in most other countries 
but later than in the group above (the third quarter im- 
provement in Denmark reflects a relatively faster decel- 
eration of consumer prices as a result of large tax cuts): 
as with the wage rate pattern, this partly reflects the fact 
that many of these countries entered severe recession 
relatively late so that money earnings were still rising 
relatively strongly in the first two quarters. In the United 
Kingdom this factor was accentuated by a rush in the 
second quarter to “beat” the introduction of incomes 
control in mid-year: the deceleration in the second half 
of the year was in turn particularly sharp with real 
earnings actually falling. France is somewhat exceptional 
in that although the deceleration in the growth of money 
wage rates set in at the turn of the year, the fall in the 
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TABLE 1.12 
Annual and quarterly change in money terms and real terms, of average hourly earnings in manufacturing 


(Percentage change over corresponding period of previous year) 


A = Change in money terms В = Change in real terms < 
Г а. 
1974 1975 
Country 1973 1974 1975 1 И Ш IV 1 П Ш IV 

lustria 5,с 

до т ae ae Oe eee 12.7 15.7 16.2 17.1 15.4 14.8 18.3 15.2 14.2 

ака. 4.7 Se 7.1 6.6 4.9 4.6 8.1 6.2 5.0 
selgium 4 

EX Sis Se 16.4 20.8 19.9 16.5 19.6 2251 24.1 26.5 19.2 17.9 16.8 

i. ee. ite ein 8.8 2 6.3 7.5 7.3 7.1 7.1 9:7 5.0 5.8 Syl 
Jenmark в 

EN eS! ель 15.6 19.8 21.2 20.5 18.9 18.9 20.8 19.1 17:7 

ВР а. 5.8 4.0 6.4 5.1 2.3 2.2 6.4 6.8 7.6 

inland 7 

Ae Гери Кто 16.8 223 20.9 223 21.2 24.6 24.9 23.2 20.2 

де Ве 55 4.6 4.6 4.0 3.9 5.9 5.4 4.3 2.6 
rermany, Federal Republic of 9 

we Ss, oa INDE ee 10.8 10.5 8.2" 7.8 12.0 11.3 10.9 11.3 7.8 6.6 Delle: 

и ЕЕ 3.6 33 2.1% 0.4 4.6 3.9 4.1 5.1 1.5 0.5 1:5* 
reland 

В. Ree re 19.0 20.3 be 18.5 20.0 19.2 23:2 29.1 27.9 

р ВО КОМЕ 6.8 2.8 4.4 3.3 1.1 27 4.3 A] 
Vorway * 

GALS Eee eee ee 10.6 17.4 19.7 12.2 15.5 20.8 20.6 252 21.1 15.9 17.6 

аа вый есть 2.9 7.3 9.2 3.1 6.4 10.1 9.4 12.6 8.6 3.0 5.4 
iweden © 

PASE MAE Teh, Wal ais. Lost 8.0 12.3 19.2 10.1 12.6 13.2 13.3 18.8 18.3 20.1 19.5 

А АИ к: 1.2 22 8.6 0.3 3.5 зи 1.3 9.4 7.4 ЧАЯ) 9.7 
witzerland * 

LAS Ra Oe De. eee 12.3 12.5 7.3 

LIS Ир ЕСИ 2.3 2.5 0.6 
Jnited Kingdom 

LAE ge hep ee eee 12.7 17.0 26.4 9.5 14.0 19.6 24.2 31.9 27.3 25.4 21.9 

Le eee 32 0.8 1.8 —3.0 —1.6 727 5.1 9.6 2.4 —0.9 —2.7 
апааа 

LE ee eee 8.8 13.5 Px 10.1 11.5 15.2 16.9 17.8 17.6 14.2 55 

аа 1.1 23 зи 0.4 0.6 3.8 4.4 2.5 6.4 3.0 ae 
Inited States 2 

в а 6.8 8.1 9.1 6.3 7.4 9.2 10.2 10.6 9.6 8.5 7.5 
GUS RSS. Oe 0.6 —2.6 0.0 29,3 S229) 217-7 —0.4 —0.1 —0.2 0.2 


Source: National statistics. ‹ Includes construction, transport and some services. 


в Change i ney terms deflated by change in consumer prices. J Industry. = Е 
р НЕ (cage-earners). $ 9 Quarterly data refer to January; April, July and October. 


я р » Males. р 
с Including mining. < 4 
4 Mining, manufacturing and transport. ‘Industry, construction and some services, October to October. 
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inflation rate was even greater so that a relatively steady 
growth of real hourly earnings was maintained through 
the year. | 

Although in a few countries there were some signs of 
a recovery of real earnings in the fourth quarter, the 
general weakness of real income growth can be expected 
to continue well into 1976. It is important to note, 
particularly in the context of relating these data to those 
for consumers’ expenditure and to probable efforts by 
trade unions to restore real income levels when the 
recovery is more securely established, that the data in 
tables 1.11 and 1.12 refer to pre-tax wages and earnings. 
Given the high marginal tax rates on income in most of 
the more industrialized countries, real disposable income 
will have grown more slowly than the rates given in those 
tables and in several cases may even have shown zero or 
negative rates towards the end of the year. 


Change in unit labour costs for whole economy < 


(Annual percentage change) 


Country 1973 1974 19755 
Ана с 10.5 11.1 16.5 
Е Я р с ae 8.4 15.3 16.0 
Е Фе eee ks 12.2 ose oe 
inland Geese crs ое: 14.2 19.1 23.0 
Еее о 9.0 14.7 19.0 
Germany, Federal Republic of 8.0 8.9 8.0 
Wreland:2 ор 14.3 16.6 24.5 
Ее. 13.5 20.3 255 
Netherlands} 4.0% s=.. 3% 10.5 12.3 15.0 
оао. 006 8.8 . 10.0 15.5 
О о tue. set 4.3 10.7 17.5 
United Kingdom ..... 9.0 21.5 32.0 
Canada Sis аз ot Se 6.1 12.6 14.0 
ОЕ sac es 5.0 11.2 es) 


Source: National statistics, 
_ @ Annual change in compensation of emplo: divided by annual changes i 
real output (GDP), — se ig By ee >. 
> Estimates rounded to nearest 0.5 percentage point. 
с Based on households’ income. 
а Based on compensation of non-agricultural employees. 
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An important aspect of the current recession is that th 
decline in employment relative to that of output has bee 
much less than in previous recessions (see section 1 (И) 
above). The sharp drop in output growth has therefor 
been accompanied by very large increases in unit labou 
costs. 

The annual increase was already relatively high in 197. 
but the continual high growth (in some cases accelerating 
of employee compensation led to even larger increases it 
1975: only in the Federal Republic of Germany and th 
United .States was there any deceleration of unit labou 
costs. Among the main reasons for the limited contractio: 
in employment relative to the output fall has been th 
widespread resort to short-time working and subsidize 
job maintenance as an alternative to dismissals: insofar a 
the costs of such schemes are not borne entirely by th 
State, the rise in unit labour costs given in the tabl 
above is an understatement. The same bias is re 
inforced in those countries where dismissals oblig 
companies to incur redundancy payments. | 


PRIMARY COMMODITY PRICES 


Primary commodity prices were no longer a significan 
source of inflationary pressure in the industrializes 
economies in 1975. For the year as a whole the UNCTAI 
index of commodity market prices (in dollar terms) wa 
nearly 20 per cent below the average level for 197. 
(table 1.13). The UNCTAD index employs the relevan 
product shares in total developing countries’ exports i 
1968-1969 as weights; alternative indexes using worl 
export shares, all primary producers’ exports, or tk 
pattern of developed country imports as weights, ma 
show a different percentage change but all agree as t 
the direction of the change in average prices.*° For ind 
vidual importing countries the impact of the change it 


commodity prices will of course depend not only on th 


— ahs a 
50 The National Institute's (London) index of (dollar) 
prices of all primary producers for the first three quarters 
was about 10 per cent below the corresponding period 
(National Institute Economic Review, London, Nove 
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mmodity composition of imports but also on move- 
nts in effective exchange rates.®! 


Most of the fall through 1975 was concentrated on 
Sdstuffs and vegetable oils and oilseeds. Food prices 
d remained at peak levels through most of 1974 while 
getable oils had continued to rise to a peak in November 
74. The fall in food prices was checked in the summet 
1975, mainly by the entry of the Soviet Union on the 
rid grain market and by the destruction of the greater 
rt of the Brazilian coffee crop by frost. However in the 
st quarter the decline in average prices was resumed 
d in October-November they were 22 per cent below the 
rresponding period of 1974. The decline in vegetable 
5 in 1975 was precipitous with average prices in the 
st quarter nearly 50 per cent below the same quarter 
1974. These major price falls are the effect of improved 
pplies, in many cases the lagged response to the high 
ices of 1974, coming on to markets during a period of 
pressed demand. (The most dramatic fall was in the 
›е market price of sugar which fell 76 per cent between 
ovember 1974 and November 1975. However, as the 
зе market is essentially a residual market this change 
yes not have much significance for most importers.) 


Although they remained well below 1974 levels, the 
pid decline in raw material prices, which began in the 
st quarter of 1974 for agricultural raw materials and 
the second quarter for metals, was checked in 1975. 
arough most of the first half of 1975 prices of agricultural 
w materials remained fairly stable; there was some re- 
very in the summer but this was still somewhat faltering 
the last quarter. Metal prices rose slightly in the first 
irt of the year but this gain was lost later in the year: on 
erage metal price movements stayed within fairly 
irrow margins throughout the year. 


The fall of raw material prices from their 1973 peaks 
is been sharp, but not so large as might have been ex- 
се on the basis of past experience given the-size of 
е contraction of industrial output in the industrial 
yuntries. One reason for this was action by raw material 
‘оЧисегз to stem the price fall: members of CIPEC ® 
duced copper exports by 10 per cent in February and 
y a further 5 per cent in April; rubber exports were also 
duced by members of the Association of National 
ubber Producers; wool prices were heavily supported by 
operations of the Australian Wool Corporation, 
hile there were major cut-backs in lead and zinc produc- 
on and reports of support buying by private producers 
1 the London Metal Exchange. Tin producers also 
ade export cuts in support of the activities of the tin 
iffer stock. It is impossible to say just how effective 
ese various interventions were: the level of stocks that 
yw exist in some producing countries suggests that 
‘ices for some commodities (rubber and wool, for 
ample) would have fallen much further if supplies to 

world market had not been cut. On the other hand, 
г some commodities, especially metals, production 


For example, the UK Price Commission’s world commodity 
index at constant exchange rates shows a fall of 26 per cent 


rt, London, January 1976.) — 


‘Intergovernmental Council of Copper Exporting Countries. 


_— 


the first eleven months of 1974 and of 1975. In current _ 
ing rates the fall was 19 per cent. (Price Commission, Quarterly 


costs have risen very fast since October 1973 raising 
short-run minimum cost levels: below a certain price 
level adjustment occurs through mines closing down, 
rather than continued price falls. 


The effects of the increases in crude oil prices in October 
1974 (11-12 per cent increase to the companies) were 
working through to producer and consumer prices in the 
first half of the year. However, the final impact was 
reduced to some extent by falling freight rates and re- 
duced differentials for different grades of oil. It has been 
suggested * that average f.o.b. values to the United 
Kingdom, for example, may have actually fallen by just 
over 2 per cent. Although Iraq is generally believed to 
have cut prices in 1975,5 such small reductions as sug- 
gested above can easily be achieved without upsetting 
the basic price structure of the OPEC cartel: for example, 
by raising the proportion of equity to buy-back oil. The 
reduction in gravity differentials has mainly affected the 
heavier crudes, demand for which has fallen more sharply 
than for the lighter varieties. In spite of these develop- 
ments the OPEC cartel has maintained its cohesiveness 
and, with effect from Ist October 1975, raised prices a 
further 10 per cent: this new level will be maintained until 
the end of June 1976. The increase, for Arabian Light 
34°, applies to the buy-back price which rises from $10.46 
a barrel to $11.51; the price for equity oil rises from $9.92 
to $10.93, so that average company costs will depend on 
the relative proportions of the two types of oil.* However, 
the actual price changes subsequently announced by 
OPEC producers appear to be nearer 9 per cent as a 
result of relative price changes for different types of crude. 


CONSUMER PRICES 


For the first time since the beginning of 1972 the average 
rate of inflation of consumer prices in the industrial 
economies slowed down in 1975. For western Europe the 
average quarterly rise in prices fell from 14.3 per cent in 
the fourth quarter of 1974 to about 11.0 per cent in the 
same quarter of 1975. A similar deceleration occurred, 
over the same period, in North America (somewhat less 
in Canada, somewhat more in the United States), while 
in Japan the rate of increase dropped dramatically from 
24.6 per cent to less than 10 per cent (table 1.14). The 
slowdown of price inflation was fairly gradual in the first 
half of 1975 and in some countries (Ireland, Norway and 
the United Kingdom, for example) the rate continued to 
accelerate until the second or third quarter. The year on 
year increase in 1975 is thus actually higher than in 1974 
for several countries: the annual rate fel/ in only 9 of 
the 16 countries listed in table 1.14 and for some of these 
the fall was marginal. 


53 Petroleum Economist, September 1975, quoting Europ-Oil Prices. 

54 The Financial Times, London, 2 February 1976. 

55 The differential impact of demand changes depends on a number 
of factors of which the mix between industrial and private sector 
uses and the availability of substitutes are among the most important. 
Demand has fallen most for products such as fuel oil and naphtha, 
for example, and least for petrol (gasoline). | | 

56 OPEC’s new uniform price structure began to be introduced 
in 1975 and has already been adopted by Iran, Kuwait and Iraq. 
This substitutes a single price for direct sales for the dual system of 
equity and buy-back prices. The oil companies will pay less than 
the State sales price to third parties. 
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TABLE 1.14 


Annual and quarterly change in consumer prices 


(Percentage change over corresponding period of previous year) 


1974 1975 

Country 1973 1974 1975 И Ш Iv 1 И Ш IV 
INVA Eid CS re ок 7.6 9.5 8.4 9.9 10.0 9:7 9.4 8.5 8.8 lee. 
Ве. о 7.0 par) 12.8 11.5 14.6 15.9 15:3 13.5 11.4 11.1 
Рева ees 2 Veen 9.3 152 9.6 13.9 14.6 16.2 16.3 1355 11.5 9.4 4.6 
Finland aise i eae 10.7 16.9 17.9 15.6 17.6 16.7 17.7 18.5 18.1 17.1 17.7 
расе ее hes 137 11.3 11.3 13.6 14.6 15.0 13.9 12.2. 10.9 9.9 
Germany, Federal Republic of 6.9 7.0 6.0 F 7.1 ИТ 6.5 5.9 6.2 6.1 5.5 
езидов ох 11.4 17.0 20.9 13.5 16.2 17.9 20.0 23.8 24.5 19.0 16.8 
аи к аль 10.8 19.1 17.0 14.5 16.4 20.6 24.7 О 19.7 15.1 11.5 
метегаи осы © 8.0 9.6 10.2 8.8 9.9 10.9 10.6 10.3 10.5 9.5 
Гус 15 9.4 11.7 8.6 9.7 10.2 11.2 11.5 123 11.6 
Я Е ЧО 6.7 9.9 9.8 ‘ 8.8 9.2 11.8 8.6 10.1 11.5 8.9 
Switzerland. ие. 8.7 9.8 6.7 10.4 9.4 10.6 8.8 8.0 8.5 6.5 4.0 
United Kingdom ...... 9.2 16.1 24.2 12.9 15.9 17.0 18.2 20.3 24.3 26.5 25.3 
West European average , 

(unweighted) ........ 8.5 12.8 12.8 11.1 ГИУ) 13.4 14.3 14.0 13.8 127 11.0 
Canadavie а oe okies Te 10.9 10.8 10.7 11.0 12.0 11.7 10.5 10.9 10.2 
UnitedyStites® sas sir sues os 6.2 11.0 9.1 3 10.6 11.5 12 11.0 9.7 8.7 9.3 
И eee edd Pt Е 11.7 24.4 11.8 24.5 23.9 24.8 24.6 15.1 13.7 10.6 8.4 

Source: National statistics. 
TABLE 1.15 


Inter-country differences in inflation rates continued to 
widen through 1975. Between 1969 and the end of 1972 
there was an increasing convergence of national inflation 
rates. This tendency was checked by the general move to 
floating exchange rates in the first quarter of 1973, after 
which an increasingly significant difference emerged 
between the average inflation rates of the strong and 
weak currency countries. With the easing of imported 
inflationary pressures (particularly from primary com- 
modities), the improvement of payments imbalances, 
and the increasing severity of the recession in all the 
industrial economies, the difference between the average 
inflation rates of the two groups has diminished and by 
the last quarter of 1975 was no longer statistically signifi- 
cant (table 1.15). 


The disappearance of this two-group division is not 
due entirely to a relatively faster deceleration of inflation 
in the high-inflation group: inflation rates in the low- 
inflation group have also become more divergent. In 
Austria, the Federal Republic of Germany and Switzer- 
land the rate of inflation continued to fall, particularly in 
the last quarter, whereas in the Netherlands, Norway and 
Sweden the rate of growth tended to accelerate through 
most of the year (particularly in Norway). Whether such 
a distinct division of countries into relatively high and 
low inflation areas will re-emerge with cyclical recovery 
is unclear: much will depend on the extent to which the 
problems of severe structural imbalance, which charac- 
terized many of the high inflation countries before the 
‚ last boom, are overcome before the current recovery is 
firmly established. 


Average rates of inflation of consumer prices in two groups 
of west European countries 


GROUP 14 GROUP По 
Standard Standard 
Mean deviation Mean deviation  t-Value* 

1973 

Тео. 8.1 12 2 0.7 1.524 

Пе oer 9.2 1.6 17 0.5 2.026 

TL 3 yay a oes аа: 9.9 2,1 7.3 0.7 2.623 * 

о Celie eae rales 10.8 2.4 8.1 1:2 2.334 * 
1974 

с Be ee RT 2.4 9.0 1.0 35). 

О ее 15.2 2.1 8.7 0.9 6.629 *** 

Е a matte, ee Se, 16.8 1.9 9.4 1.2 7.612 *** 

ес 18.3 3.1 9.7 1.7 5.634 *** 
1975 

о дих ИМ. 18.7 4.4 9.0 1.8 4.656 *** 

lL Se reece ogre Wes NEAT Sul 9.2 17 3.606 ** 

LT Set ет 15.6 55 9.3 2.4 2.3912 

IN Gas ei. det 13.8 6.2 7.8 2:5 2.051 


Source ; Table 1.14 and previous issues of this Survey. 
а Belgium, Denmark, France, Finland, Italy, Ireland, United Kingdom. * 


® Austria, Federal Republic of Germany, Netherlands, Norway, Sweden 
Switzerland. ‘ 


° Difference of means divided by standard error of the difference, adjusted for | 
small sample size. Significance for p = 0.05, р = 0.01 and P = 0.001 is indicated 
by one, two, and three asterisks respectively. 


Given the severity of the current recession the fall in 
inflation rates has in general been quite modest. Apart 
from the fact that for several countries the full impact of 
the recession only began to take hold in the second half of 


hs 
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he year, a number of factors appear to have restrained 
he fallin prices. In previous cycles, recession has typically 
een accompanied by widespread price-cutting in a 
lumber of capital intensive industries where the balance 
f loss or profit depends on high capacity-utilization 
ates. The rapid inflation of wages, raw material input 
rices and other variable costs in the last few years appear 
о have lowered break-even points of capacity utilization 
yy altering the ratio of fixed to variable costs. Although 
apacity utilization rates are currently very low, in so far 
is they may still be higher than the new break-even points 
he downward flexibility of prices will have been 1054.57 


Another important factor moderating the deceleration 
№ consumer price inflation was the behaviour of food 
orices. For most of the European countries in table 1.16, 
ood prices in 1975 rose more than in 1974; a significant 
all in the growth rate occurred only in North America, 
lapan, Austria and Switzerland (for the last country this 
‘epresents in large measure the combined effect of a rela- 
ively high import dependence and an appreciating 
foreign exchange rate). In general the growth of food 
prices either increased or remained at high rates in the 
frst half of 1975, with varying degrees of deceleration 
in the third and fourth quarters. In all countries there 
was at least one quarter, and more often at least two, 
when food prices were rising faster than the index for 
all consumer prices: they did so throughout the whole 
year in Finland, Italy and Canada. But in general the 
rates of increase not only fluctuate within the year for 


57 See, OECD, Economic Outlook, No. 18, Paris, December 1975, 
pp. 48-49. 


individual countries but vary considerably between 
countries as well. The main reason for this somewhat 
erratic pattern is probably the widespread government 
intervention that exists for food prices: subsidies to 
restrain the growth of staple food prices are now wide- 
spread (Austria, Ireland, Norway, Sweden, United King- 
dom and Canada) while price and distributive margin 
controls are frequently concentrated on foodstuffs. The 
somewhat uncertain evolution of food prices throughout 
the year reflects in large measure the pre-harvest uncertain- 
ties concerning grain crops in particular and the subse- 
quent satisfactory out-turn, especially in the United States. 
Given the continuing lack of security in world grain 
supplies due to low carry-over stocks, food prices will 
inevitably continue to be fairly sensitive to crop forecasts 
as well as to even relatively minor reductions in supplies. 


The behaviour of consumer price indexes over the last 
few years has been greatly affected by government inter- 
vention to directly restrain the acceleration of prices. The 
assumption usually underlying such policies is that the 
imposition of direct price restraint for a short period 
might lead to a more permanent deceleration of price 
inflation via its effect in moderating wage claims and 
adjusting inflationary expectations downwards.*® The 
actual effects of such policies are matters of some con- 
troversy, particularly in view of the difficulties of evalu- 
ating them econometrically. Moreover, if a significant 
deceleration in the underlying trend of price inflation 
is not achieved subsidies become an open-ended com- 


58 Another objective may be to protect low-income groups by 
subsidizing prices of foodstuffs and other essential products. 


TABLE 1.16 


Annual and quarterly change in consumer food prices 


(Percentage change over corresponding period of previous year) 


Country 1973 
а О, ees cL ec ae rs 7.8 
BION ее st tate? clare 8.0 
к ons Gee se Ue 13.6 
Finland О Shee dean es 11.9 
Prance wba ЕК 9.2 
Germany, Federal Republic of %»¢ 7.6 
В О Ро 16.5 
Ntaly о ое О и 12.0 
Ее НО ие, > 8.0 
а а 7.0 
И ес оны 59 
ЕН еле иены 6.1 
WnitedKinedom te. ая 15.1 
West European average (unweighted) 9.9 
Canadas 4h. 28: Se at Ree 14.6 
Wnited States!) 2) ce sence. we ks 14.5 
ара eles artic не 13.5 


в Including beverages. 
> Excluding restaurant meals. | 
¢ Including tobacco. 


1975 
1974 1975 I II Ш Iv 
8.3 6.4 6.0 5.9 7.4 6.2 
9.4 11.2 10.7 10.4 11.1 12.6 
11.9 11.1 12.9 13.0 13.1 6.0 
16.0 20.6 22.8 21.3 18.4 20.5 
12.7 12.0 12.2 11.9 12.3 11.8 
4.7 5.3 4.3 5.5 вот Sel 
14.7 ALS 22.7 28.0 97 16.1 
19.6 20.0 25.3 235 18.2 13.1 
7.1 8.0 7.3 8.7 8.5 Vad 
8.3 15.0 11.3 13.6 18.4 16.7 
6.2 11.6 йа 11.7 15.6 125 
10.8 6.1 11.6 9.3 4.3 0.1 
18.0 25.6 20.7 2.3 28.5 25. 
11.4 13.4112 135 14.6 14.0 11.8 
16.3 12.9 14.5 124 14.1 10.7 
14.4 8.5 CA = tell 9 Us! 
28.3 13 15.0 15.8 11.9 10.3 


Source: OECD, Main economic indicators, and national statistics. 
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mitment leading to a sharp and unplanned acceleration of 
government expenditure; at the same time subsidies and 
other forms of price control, if applied for long periods 
tend to produce increasing inefficiencies in production 
and resource allocation. When controls are then aban- 
doned in the face of such pressures, the effect is usually 
to produce a period of accelerated inflation. An important 
component of the accelerating rate of consumer price 
increases in the United Kingdom in the first half of 1975 
represented a “carrying forward” of previous inflationary 
pressure as the rate of public subsidy was gradually 
reduced on a number of key prices. 

Of the countries listed in table 1.14 the Federal Republic 
of Germany and Switzerland are the only ones which 
have not operated any significant degree of direct price 
control. Elsewhere controls in the last year have taken 
the form of simple price freezes, complete or partial 
(Belgium, Finland and France, for example), the control 
of manufacturers’ or distributors’ margins (France, the 
United Kingdom, for example) or the statement of 
official criteria for determining price increases. In 
addition to food subsitlies the same broad policy objective 
has also been pursued by selective or general reductions 
in the rate of value added tax. (The temporary reduction 
in the TVA rate in Denmark in September 1975, by 5.75 
percentage points, is a central part of a broad programme 
to moderate the growth of wages and prices over a three- 
year period.) Price controls, in several countries, have 
tendéd to exacerbate the financing problems of private 
companies and in the past year there has been some 
easing of controls on this account, particularly as they 
apply to small companies (Ireland, United Kingdom); 
this tendency will probably strengthen in 1976 to the extent 
that some loosening of controls is necessary for the 
improvement of company liquidity and the recovery of 
manufacturing investment. However, both the pattern 
and duration of existing controls leave ample room for 
deviations from such a possible trend; controls on margins 
were tightened in France in the last quarter of 1975 while 
in Canada they have only recently been introduced. There 
are already indications that the tendency to relax existing 
price controls will be accompanied by an increased 
emphasis on incomes policy in one form or another: in 
some countries the policies are already formulated and 
will have their main impact in 1976 (Denmark, Canada, 
and the Netherlands, for example); in the United King- 
dom, where the existing limit on wage increases has been 
in force since August 1975, it is possible that restraint 
will not only continue but become more severe. However, 
although attempts at some form of income restraint are 
possible in a number of countries, it nevertheless remains 
the case that although a majority of industrial economies 
are prepared to control prices directly, a similar and 
simultaneous control of incomes and wages is still a 
minority preference. 


(v) Trade and payments 


_ FOREIGN TRADE VOLUMES 


Foliowing two years during which world trade devel- 
opments were dominated by price increases, 1975 was a 


year in which the major factor in international trade was 


declining volume. For the year as a whole, the volume 
of trade seems likely to have fallen by some 7-8 per cent, 
the first significant decline in the post-war period. The 
greater part of the fall occurred in the first half of the 
year, when the industrialized countries’ import demand 
declined at an annual rate (seasonally adjusted) of about 
20 per cent. A marked deceleration in this rate of fall, 
and probably even some recovery, took place in the second 
half of the year. However, much of this reversal appears 
to have been attributable to the sharp turnround in the 
United States and in Japan. After falling by around 30 
per cent (seasonally adjusted, annual rates) in both 
countries in the first half of 1975, import volume is 
estimated to have increased in the second half by some 
15 per cent in the United States and by about 18 per cent 
in Japan. 

For western Europe, both the magnitude of the decline 
in imports and the subsequent recovery have been less 
pronounced. It is not in fact apparent that there has yet 
been any significant recovery in the region’s total import 
demand, although import volume probably stopped 
falling in the second half of 1975 following the slow-down 
in destocking. Imports appear to have increased in Den- 
mark, France, the Federal Republic of Germany, Ireland 
and the United Kingdom. But even here some special 
factors may have been at work: for instance, in Denmark, 
value added tax was cut at the end of September for a 
five month period in an attempt to stimulate consumption, 
and the increase in the volume of the United Kingdom’s 
imports in the third quarter apparently owed much to the 
arrival of oil production platforms in the North Sea.* 


For western Europe as a whole, the volume of imports 
may have fallen by around 8-9 per cent in 1975. The only 
countries to avoid declines appear to have been the 
Federal Republic of Germany—where the increase was 
only 2.8 per cent—Norway (excluding ships, drilling 
platforms and oil), and possibly Sweden. Import volume 
may have fallen by about 10 per cent for Belgium- 
Luxembourg, Denmark and France, and by as much as 
15-20 per cent for Ireland, Italy and Switzerland. 


The extent of the fall of imports into the industrialized 
countries in 1975 was substantially greater than would 
have been expected from experience in previous post- 
war recessions. For the industrialized countries as a 
group, the rate of decline of import volume was some 
four to five times as high as the rate of decline of GDP, 
whereas the elasticity of import growth with respect to 
GDP growth over the previous two decades was less than 
two. As shown in the recent Economic Bulletin for 
Europe (volume 27, chart 1) between mid-1974 and mid- 
1975 the volume of imported manufactures tended to 
decline more sharply than manufacturing output, in 
contrast to developments in earlier recessions. There — 
were, however, some exceptions. For the Nordic countries, — 
imports either did not fall or fell no more than might have — 


59 OECD, А Outlook, Мо. 18, December 1975, table 43. _ 
It is suggested that some of the increase may have been ео а 
нм sore in destocking which produced a technical rebound of 
mports. с 

® Bank of England Quarterly Bulletin, volume 1: 4 
4 airy - ly , volume 15, Number 4, 
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been expect m the decline of GDP and manu- 
facturing output, while the Federal Republic of Ger- 
many’s imports actually increased despite a fall of 3.5 per 
cent in GDP and of some 7 per cent in industrial output. 


The major factor causing the unexpectedly sharp con- 
traction in most west European countries’ imports 
appears to have been the massive de-stocking that took 
place in the early part of 1975 (see section 1(1) of this 
chapter). Because of the relatively high import content of 
stocks this seems to have resulted in a disproportionately 
large cut-cack in imports. An additional factor, sug- 
gested in the Bulletin, may have been the exceptional 
expansion of imports into several countries during the 
1972/73 boom, a significant part of which could have 
been due to localized shortages and bottlenecks which 
should have disappeared as the pressure on resources was 
reduced. In this context it may be pointed out that the 
1972/73 boom was somewhat more restrained in the 
Federal Republic than in a number of other west Euro- 
pean countries and was not accompanied by a particularly 
fast growth of imports. 


From the incomplete and varied statistics on the 
commodity breakdown of the import changes it appears 
that the volume of raw materials and of chemicals fell 
particularly sharply in the first half of 1975 (compared 
with the first half of 1974). Mineral fuels were also down 
in all countries for which volume figures are presently 
available. The volume of oil imports seems to have 
remained low in the third quarter, though there may have 
been some increase just ahead of the 1 October price 
rise.*' (In view of the shipment period this increase would 
probably appear mainly in the fourth quarter import 
figures.) The volume of imported manufactures was 
significantly lower in the first half of 1975 than a year 
earlier in Belgium-Luxembourg, Denmark, France, Italy, 
Switzerland and the United Kingdom. These falls affected 
all the major groupings of manufactured goods in these 
countries. By contrast, the volume of manufactured 
imports was higher in the Federal Republic of Germany, 
Norway, the Netherlands,** probably in Sweden, and 
certainly in Finland, where an investment boom resulted 
in an increase of about a third in imported investment 
goods in this period. 


On the export side, every west European country may 
have suffered a decline in volume in 1975, the only 
exception probably being Ireland. This development for 
the latter country was due entirely to agricultural exports 
(primarily meat and live cattle, but including intervention 
stocks stored abroad), the volume of which is provisionally 
estimated to have risen by 27 per cent, while industrial 
exports fell by about 4 per cent. The declines seem 
likely to have been in the region of 10 per cent for Belgium- 
Luxembourg, the Federal Republic of Germany, Sweden 


1 The industrialized countries’ total oil imports are estimated to 
have fallen at an annual rate of more than 20 per cent in the first 
half of the year, but to have rebounded quite sharply in the second 
half, with most of this rise reflecting the growth in the United 
States and Japan. See OECD, Economic Outlook, December 1975. 
Excluding trade with Belgium-Luxembourg. Imports of 
manufactures, however, fell quite sharply in the third quarter. 

__ 688 Central Bank of Ireland, Quarterly Bulletin, 4/1975. 


and Switzerland, and may have been as high as 15 per 
cent for Norway (excluding ships, drilling platforms and 
oil). For Finland, where the recession in western Europe 
has had a drastic impact on exports of wood industry 
products, the decline may have been almost 20 per cent. 


As with imports, the export decline probably slowed 
down in the latter part of 1975 and a turn-round seems 
to have begun in certain areas. One sector where recovery 
now looks fairly well established is passenger cars. In 
1974, in the wake of the increase in oil prices, widespread 
rises in car prices and the beginning of the recession, 
sales throughout western Europe fell sharply, only 
Norway and Sweden recording increased new registrations 
(see table 1.17). This trend continued into the early 
months of 1975 in most countries. In the first half of the 
year registrations were 24 per cent lower in Italy than a 
year earlier and 16 per cent down in Switzerland. Sub- 
stantial declines also occurred in Denmark, France, 
Ireland and the United Kingdom. But the downward 
trend was reversed in a few countries, most notably in the 
Federal Republic of Germany.** In the second half of 
the year the recovery appears to have gathered strength in 
the Federal Republic of Germany, and also in Austria 
and Belgium. In this period, France, Denmark and 
Switzerland, as well as Norway and Sweden, recorded 
more passenger-car registrations than a year before. 
Even ix Italy some pick-up seems to have taken place 
towards the end of the year. It appears that only in 
Ireland and the United Kingdom did the decline accel- 
erate in the second half. Following the very large rise 
in Finland’s imports of cars in the early part of 1975, 
measures were taken to reduce this boom, resulting in a 
sharp drop later in the year. Sales of cars in the United 
States in 1975 were the lowest since 1962, although there 
was some recovery in the later part of the year. Domestic 
car sales in Japan were buoyant towards the end of the 
year, ahead of the stricter emission controls that will add 
appreciably to car prices. 


Given the concentration of car production in a few 
countries, the widespread recovery in registrations during 
1975 is likely to have had a considerable impact on 
international trade. In 1974, exports to overseas markets 
(particularly the oil-producing countries) had offset to 
some extent the fall in west European demand. Com- 
plete figures for 1975 are not yet available but it seems 
that exports may have been close to 1974 levels for the 
major west European producers, the main exception 
being the Federal Republic of Germany. Foreign trade in 
passenger cars for that country has shifted significantly 
over the past two years. In 1975, exports were some 570 
thousand, or 26 per cent lower than in 1973, the recent 
fall being particularly marked in the United States market. 
Imports, which fell somewhat more than domestic sales 
in 1974, rose very sharply last year, resulting in a con- 
siderable reduction in the Federal Republic of Germany’s 
positive trade balance in passenger-cars. 


64 Опе factor behind this development was the investment tax 
allowance given for certain types of cars in this period. 

65 In the United Kingdom, however, sales of motor-cycles in 1975 
were the highest for 16 years, while sales of bicycles exceeded one 
million for the first time in 20 years. 
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TABLE 1.17 


Passenger-car production, imports, exports and new registrations, 
in certain west European countries 


eS Se ААА АА 


Percentage change 


over corresponding Number 
period of previous of months 
Thousands year available 
in 
1973 1974 1975 1974 1975 1975 
rance 
р Е ТИ 3 202 3 045 2950 —4.9 —3.1 12 
Importss ene 472 385 406 —18.4 5.5 12 
Паро (se saat ck ee 1 338 1 303 1237 —2.6 —5.1 12 
Germany, Federal Republic о 
нь я, i № и 3050 2840 2910 —22.2 2.5 12 
Про iets и и 763 584 695 —23.5 29.6 11 
Прога о an eee 2 203 1 882 1628* —14.6 —13.5* 12 
Ttaly 
РЕНО ate ee 1 823 1 631 1 349 —10.5 —17.3 12 
TM POLS tian pace ke tee ta Lea 415 33] 252 —20.2 3.1 9 
ро ие а 642 652 490 1.6 —5.1 9 
Sweden 
ОА chet. te 339 328 288 —3.2 —2.1 11 
InNIDOLts ое ао а Иа 148 178 184 20.3 10.0 11 
НОГ. т 184 164 146 10.9 —2.2 A 
United Kingdom 
REOdUCtION ес tp de ek cee 1 747 1 534 1 268 —12.2 —17.4 12 
ро eve. ele saay oe ees 508 378 449 —25.6 18.8 12 
IEXPORtS с ве estes 600 569 516 —5.2 —9.3 12 
New registrations 
Е аа ии 187 167 185 —10.7 10.8 12 
Ве о о 341 336 365 —1.5 8.6 12 
IDenmat Kerio. 5 oes п 121 79 116 —34.7 46.8 12 
Finland а С 119 97 125 —18.5 28.9 12 
и wan se aan fae 1 746 17525 1 483 —12.7 —2.7 12 
Germany, Federal Republic of. 2 031 1 693 2 106 —16.6 24.4 12 
ааа с 75 61 52 —18.7 —14.8 2 
Daly ОЕ Е а Е 1449 1 281 1053 —11.6 —17.8 12 
Netherlands ие keene 430 404 407 —6.0 8.1 11 
INO Way ar soot See ea a 91 92 105 il 14.1 12 
Sweden'ira eae at eee a 236 264 289 11.9 9.5 12 
Ро о в ой 239 202 190 —15.5 —5.9 2 
United Kingdom ....... 1 648 1 237 1 169 —24.9 —5.5 12 


Sources: UN/ECE, Statistical Indicators of Short-term Economic Changes т ECE Countries; and national statistics. 


The present recovery in west European demand for 
cars is generally expected to continue this year, although 
with the present degree of uncertainty over consumers’ 
expenditure such expectations could change quickly. 
But even with a continued growth of demand this year 
the industry is likely to have a high degree of spare 
capacity.* 


88 One recent study has suggested that “the prospect is for 25 per 
cent оуег-сарасИу in western Europe for the next seven years”, and 
that “саг production may not reach 1972/73 levels until 1985, 
because of the likely increase in imports and decline in exports”. 
The future of the British Car Industry, Report by the Central Policy 
Review Staff, HMSO, London, 1975. 


The big improvements in most west European countries’ 
over-all volume trade balances in 1974 had resulted in the 
external sector providing significant support to economic 
activity. The main exceptions were Finland, Norway and 
Sweden, in all three of which substantial declines took 
place in the external balances. Foreign trade had a 
depressive influence on output in these three countries 
again in 1975, but this time they were joined by the 
Federal Republic of Germany. The vast expansion in the 
latter country’s trade surplus in 1974 had provided the 
major stimulus to output growth, while the turnround in 


1975 to a smaller surplus was a major contributory factor 
in the decline in output. 
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For most © remaining industrialized west European 
countries (apart possibly from Austria and Belgium), the 
external sector probably provided some support to output 
in 1975, For Italy, Switzerland, and especially for Ireland, 
the relatively large improvements in the volume trade 
balances should have offset a considerable part of the 
contraction in domestic demand. However, since these 
improvements resulted (except in Ireland) from bigger 
falls in the volume of imports than of exports, total final 
expenditure will have been adversely affected in these 
countries. Moreover, to the extent that the import 
declines were due to destocking the expansionary effect 
of an improved foreign trade balance will have been offset 
by the deflationary impact of the decline in stocks. 


FOREIGN TRADE PRICES 


The fall in primary commodity prices in 1975, des- 
cribed in section 1 (iv) of this chapter, resulted in a signifi- 
cant deceleration in western Europe’s import price indices: 
This deceleration (in national currencies) is shown in 
table 1.18. For most countries, import price levels in the 
third quarter of 1975 were little if any higher than a year 
earlier, in marked contrast to the situation in 1974. The 
principal exceptions were the United Kingdom and 
Ireland, currency depreciations resulting in rises of some 
10 per cent between the third quarters of 1974 and 1975.37 


The rates of increase in export average values, compared 
with a year earlier, also slowed down sharply in the first 
three quarters of 1975, reflecting the lower rate of price 
inflation in most countries. The figures in the following 
text table show, however, that for western Europe as a 
whole the deceleration was rather less pronounced for 


87 The decline during this period of some 7 per cent in Switzerland’s 
import average values was presumably due largely to the appre- 
ciation of the Swiss franc. 


export than for import prices. The improvement in the 
region’s terms of trade, which began in the second half 
of 1974, thus continued in the first half of 1975. 


Western Europe’s foreign trade unit values indices ($ US) 


(Percentage changes from corresponding quarter of previous year) 


Quarters 
1 И WI IV 
Imports 
а ах К 40 45 35 35 
97S ae owe Mee Bey о ме Pane 28 10 1 
Exports 
UO Lae ALE eae cate « 6] cones 23 28 19 26 
DWI ee Sey о bey CMa ne rae 33 18 6 


Source : Derived from statistics in United Nations, Monthly Bulletin of Statistics, 
January 1976, Special Table B. 


Western Europe’s terms of trade in the first three 
quarters of 1975 were some 5 per cent more favourable 
than in the same period of 1974 (but still about 7 per cent 
below the 1973 level). For 1975 as a whole, the improve- 
ment is likely to have been somewhat less,** possibly 
3-4 per cent. Differences within the region were again 
significant. The biggest improvements between the first 
halves of 1974 and 1975 were again recorded by Finland 
(16 per cent), Norway and Sweden (about 11 per cent for 
each). A major factor in this relatively favourable develop- 


88 Due to the fact that the improvement had already begun in the 
last quarter of 1974, and some slight deterioration may have taken 
place in the fourth quarter of 1975, following the 1 October oil 
price rise as well as the upward pressure on some non-oil commodity 
prices. 


TABLE 1.18 


Imports : Average values, national currencies 


(Percentage change from corresponding period of previous year) 


1974 1975 
Country 1972 1973 1074-Е И И IV I И т 
У БЫ, О ИЯ 0 38} 18 18 18 18 17 3 3 3 
Belgium-Luxembourg ......-.--+:-: —1 8 31 28 33 35 26 10 — —1 
ее о ол С 0 11 35 38 41 40 30 11 5 1 
inland i aiok,. camels о СЗО 8 11 43 41 46 44 41 18 9 7 
France det seals «sh i ee encase Винс 1 6 51 42 55 55 47 14 —3 —4 
Germany, Federal Кери с о9<........ —2 6 25— 23 26 32 20 2 = =» 
Е Хо Ч, 5 13 46 37 42 44 43 24 18 11 
Teahy eee Oe tee ee le RE aie 4 28 73 74 81 75 65 23 5 —1 
| а о: —1 Я 40 33234242 38 36 14 2 1 
Reva a eR PRE eC PORE Е 1 7 26 23 929 30 24 10 8 1 
ЕЕ ао ees hoe CEE Sek ora 1 13 36 36.3 40 33 13 4 1 
Switzerland sen” cheese women gd pA в. 2 7 19 19 24 22 13 2 —2 ay 
United Kingdom. < ... Sei. ен. 4 27 52 56 60 50 39 21 10 10 
= eet in APS Rea RRR EE В 9 20 45 31 55 41 59 39 15 12 
rang AES ORES OU a Fats Conon hee GG en TRG ae CR QP pay 
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ment seems to have been the continued high price of pulp 
and paper exports, despite the very sharp drop in world 
demand over the past year. For most of the other indus- 
trialized west European countries the improvement in the 
terms of trade in this period was in the region of 5 per 
cent, though less for Belgium and the Netherlands, while 
Ireland probably suffered a slight deterioration. For 
Greece and Spain, and very probably the other south 
European countries as well, the terms of trade worsened 
in this period. The depreciation of their currencies 
undoubtedly contributed to this development. 


In the third quarter of 1975, the marked depreciation 
of most west European currencies against the dollar 
resulted in some rise in import prices (in national curren- 
cies), with some slight, but uneven, tendency for the terms 
of trade to worsen. However, this influence would have 
been reversed in the closing months of the year when the 
dollar tended to weaken again in relation to European 
currencies. 


FOREIGN TRADE BALANCES 


The improvement in the terms of trade, together with 
a slightly bigger fall in import than in export volume, 


у 89 But not Yugoslavia, where, rather surprisingly, а 5 per cent 
improvement apparently took place: see section 3 of this chapter. 


resulted in a reduction of some $11 billion in western 
Europe’s crude trade balance in the first nine months of 
1975 (compared with first nine months of 1974). The 
greater part of this reduction occurred in the first half of 
the year. In the third quarter, the region’s combined 
deficit (seasonally adjusted) increased somewhat, although 
it remained well below the level in the third quarter of 
1974,7° 

This large improvement in the trade balance was very 
unevenly distributed within the region. Between the first 
three quarters of 1974 and 1975, in fact, eleven of the 
nineteen countries recorded deteriorations in their trade 
balances, amounting in all to some $714 billion (see 
table 1.19). Of the total improvement of $1814 billion 
recorded by the other nine countries, $1534 billion was 
accounted for by three countries: France ($5 billion), 
Italy ($614 billion) and the United Kingdom ($414 billion). 
However, relative to their trade deficits the improvements 
were also striking for Denmark ($794 million), Ireland 
($468 million) and Switzerland ($1,459 million). 


Apart from Switzerland, all of these countries had 
exceptionally large trade deficits in 1974: the improve- 


70 This higher deficit was due in part to the upturn in imports in 
certain countries, influenced in some cases, as mentioned above, by 
special factors. But the greater part of the increased regional 
deficit was attributable to the reduction in the Federal Republic of 
Germany’s surplus (seasonally adjusted). 


TABLE 1.19 


Total trade of west European countries, January-September 1975 


Percentage change Change in trade 
in dollar value from balance from 
А Exports January-September 1974 nee January-September 
cif. 0.5,.©§ ——— 9 
Country ($ million) ($ million) Imports Exports ($ million) ($ ion) 
Austria и: 7 011 51571 i —1 440 19 
Belgium-Luxembourg 22275 ee 52033 3 —1 420 —174 


Denmark 


a ee 
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ments in 1975 simply represented swings back towards 
more balanced external positions (although the United 
Kingdom, in particular, still remains Ча substantial 
deficit). Furthermore, the major factor in these swings 
were the improvements in the volume trade balances 
which were brought about largely through reductions in 
imports, which, in turn, were the result of downturns in 
domestic demand.” Only in Ireland did an increase in 
exports contribute to the improvement in the volume 


trade balance and even here the contribution was fairly 
marginal. 


Changes in volume trade balances were responsible for 
the deteriorations in the external accounts of Norway, 
Sweden, Finland and the Federal Republic of Germany. 
The impact on their trade balances of sharply lower 
export volumes was only partly offset by improved terms 
of trade. The increased deficit for Norway was not 
regarded as requiring changes in economic policy since 
the position should shortly be corrected by changes in the 
oil balance. In Sweden no immediate action to reduce 
the deficit was considered necessary, the relatively de- 
pressed level of domestic demand during 1972-1973 
having left it with exceptionally strong external accounts.” 
For Finland, however, the trade deficit was already 
equivalent in 1974 to 5.2 per cent of GDP. The further 
large rise in 1975 is reported to have brought the deficit to 
Fmk 7.7 billion, equivalent to one-third of the value of 
total exports and 8 per cent of GNP. This occurred due 
to a combination of the drastic fall in exports and an 
import boom in the earlier months of the year, due in 
large part to an upsurge in domestic investment. The 
import surcharge introduced in March 1975 brought 
some slow-down in imports, but foreign trade remains in 
heavy deficit. 


Despite the decline in the first nine months of the year 
of $2.6 billion in the Federal Republic of Germany’s 
surplus, attributable entirely to the fall in export volume, 
its crude trade surplus was almost $12 billion: For the 
year as a whole, the trade surplus is reported to have been 
DM 37.2 billion, compared with DM 50.8 billion in 1974. 

The contraction in the foreign trade of each of the 
remaining three industrialized west European countries— 
Austria, Belgium-Luxembourg and the Netherlands— 


_ was of roughly the same order of magnitude on both sides 


of the trade accounts. As all three countries’ terms of 
trade showed little change in this period their trade bal- 
ances also remained relatively stable, as they have-done 


_ over the past three years. 


71 Although import controls have proliferated during the past 
couple of years, in the industrialized countries they have for the 
most part been selective in coverage and have generally been in- 
troduced to alleviate unemployment in specific sectors rather than 


_ for balance-of-payments reasons. The principal exceptions in 


western Europe were Italy, which brought in an import deposit 
scheme in May 1974 for six months, and Finland, which introduced 
an import surcharge in March 1975. The Italian scheme did not 


appear to have much direct impact on imports, though the indirect 
_ еЯесь through the squeeze on company liquidity, may well have 
been considerable. 


72 Nevertheless, some concern has been expressed at the extent of 
the foreign borrowing necessitated by the current account deficit. 
In his recent budget statement the Finance Minister warned that 
foreign borrowing could only be a temporary measure. The official 


“policy is to restore the current account balance by 1980. 


Among the south European countries, the volume of 
both Greece’s and Spain’s imports appear to have de- 
clined between the first halves of 1974 and 1975, but 
Spain’s exports in this period rose quite sharply. The 
drastic fall in Turkey’s exports led to an increase of over 
$1 billion in its crude trade balance in the first nine months 
of 1975 (see table 1.19). Following the import restrictions 
introduced in Yugoslavia, some reduction in the trade 
deficit was recorded in the first three quarters of 1975. 
But the trade deficits of all the south European countries 
remain large and the weakness of their external economic 
positions is likely to continue to be a serious constraint 
on their economic policies (see section 3 below on southern 
Europe for further details). 


EXPORT DEVELOPMENTS 


Although developments in the industrialized countries’ 
trade balances in 1975 were determined to a large extent 
by differences in the phasing and severity of their domestic 
recessions, divergences in export performances also played 
a significant role in some cases. Because of the exception- 
ally big disparities in the development of the major inter- 
national markets last year, differences in the distribution 
of exports had a bigger influence than usual on relative 
rates of growth (in terms of dollars) of exports. 


The most dynamic export market in 1975 was, of course, 
that of the oil exporting countries. In the first nine months 
of the year the dollar value of western Europe’s exports 
to this market rose by 85 per cent (see table 1.21). Its 
share of western Europe’s total exports (including intra- 
regional trade) rose to 7.3 per cent in this period, from 
4.4 per cent a year earlier. Taking almost $20 billion of 
western Europe’s exports in the first nine months of 1975, 
this market was more important than either North 
America or eastern Europe and the Soviet Union. Two 
years earlier, exports to the oil-exporting countries had 
been little more than one-third of those to North America. 
A shift of this magnitude clearly represents a significant 
change in the orientation of western Europe’s foreign 
trade. 


In view of this exceptionally rapid growth, the varying 
importance of the oil-exporting countries as an export 
market for the industrialized countries has had an appre- 
ciable influence on relative rates of growth of exports. 
The countries where this share was highest, and which 
should therefore have been best placed to benefit from the 
enormous growth in import demand over the past two 
years were: France, Italy, the United Kingdom, Spain 
and Greece. 


~The other factor has been the differences in export 
performance in this market. An indication of these differ- 
ences is given by changes in the shares of eleven industrial- 
ized west European countries plus the United States and 
Japan in the combined market of the nine principal oil- 


73 The total volume of exports to the oil exporting countries was 
expected to expand by some 30 per cent in 1975 (IMF Annual 
Report 1975, page 15), though another estimate suggested an increase 
of 48 per cent in the industrialized countries’ exports, with some 
slow-down between the first and second halves. (OECD, Economic 
Outlook, No. 18, December 1975, table 22.) : a, 
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TABLE 1.20 


Main industrialized countries’ exports to nine principal oil-exporting countries а 


(Percentage shares of total market °) 


gi мы: Se ee rer 


Period 
- ‚- 4 Jan.-June July-Dec. Jan.-June 
Exporting country beth: gira 1974 1974 1975 
Апатит. о 0.69 0.87 0.99 0.83 0.81 
Belgium-Luxembourg . . . 3.10 322 3.01 2.39 3.03 
Denmark eee ae ee 0.68 0.82 0.73 0.70 0.69 
Finland 4 2. cn a 0.36 0.41 0.37 0.51 0.41 
France: 2%. 31a oettee ee 11.64 11.24 11.45 10.74 11.91 
Germany, Fed. Rep.of. . . 14.82 15.98 15.45 15.55 15.63 
ау ит. 7.41 9.08 8.38 8.92 8.68 
Netherlands se. ее. 4.27 S52 935 3.02 2.55 
Sweden... ee ees Se 1.40 1.52 1.48 1.28 1.76 
Switzerlandian ие 2.32 2.19 1.95 1.93 1.87 
United Kingdom .... . 11.82 10.41 9.12 8.83 9.83 
United ео. 24.63 22.34 24.87 24.46 23.92 
Japan see ie. oe ось 16.87 18.39 18.86 20.84 18.38 


Sources: Derived from figures in OECD, Statistics of Foreign Trade, Serics A, April, August and December 1975. 
@ Algeria, Libya, Nigeria, Venezuela, Indonesia, Iraq, Saudi Arabia, Kuwait and Iran. 
> Based on exporters’ data; market covers exports of 13 countries shown. 


exporting countries, shown in table 1.20.“ In the first 
half of 1975 this trade flow amounted to $1914 billion, 
very nearly double the value of a year before and over 
three times the value in the first half of 1973. Although 
all nine oil-exporting countries increased their imports 
extremely rapidly, much the fastest growth was that for 
Iraq, which rose from $179 million in the first half of 
1973 to $1,956 million two years later. Venezuela and 
Indonesia, by contrast, increased their imports somewhat 
more slowly than the others. 


The principal trends shown in table 1.20 are pro- 
nounced declines in 1974 and the first half of 1975 in the 
market shares of Switzerland and, especially, of the 
Netherlands; a sharp decline in the United Kingdom’s 
share in 1974, followed by a significant recovery in the 
first half of 1975; and a large gain in Japan’s share in 
1974 with a subsequent decline in 1975. For the Nether- 
lands and Switzerland, the loss of market shares was 
fairly general in most of the nine countries. The United 
Kingdom’s 1974 losses were especially large in Libya, 
Nigeria and, most of all, in Iraq; the recovery in 1975 
affected most markets. Japan increased its share in 1974 
in all markets except Saudi Arabia and Kuwait, but 
especially in Iraq (where its exports amounted to $475 
million, as against $49 million in 1973): the fall in 1975 
was spread over most markets. Iraq, as well as being the 


4 This table, it should be noted, is based on exporters’ data. 
Importers’ data, which unfortunately are not yet available for most 
of the oil exporting countries for this period, would have been 
particularly interesting since they would have given some indication 
of the export performance of the Soviet Union and east European 
countries and also of the non-oil developing countries. Some of 
the latter may be achieving significant increases. South Korea, for 
instance, is reported to have signed a recent agreement to supply 
Iran with manpower and construction materials to build 100,000 
peer over the next five years, See Financial Times, 20 November 


fastest growing market, was the one in which market 
shares fluctuated most: the general tendency, however, 
was for the Federal Republic of Germany, as well as 
Japan, to gain while the United Kingdom, France and 
most of the smaller countries lost shares. 


Apart from Switzerland and the Netherlands, the 
smaller industrialized west European countries shown in 
table 1.20 maintained their shares of the combined oil 
exporters’ market. It might have been expected that 
these smaller countries would have been at some disad- 
vantage, given the importance of armaments in this trade, 
as well as the apparent preference of some oil-exporting 
countries for large-scale government-to-government agree- 
ments incorporating the importation of complete plants, 
hospitals, etc. The influence of these factors may, however, 
become apparent in the trade statistics over the next few 
years.” 


One notable development has been that countries that 
were dominant suppliers to particular countries—France 
to Algeria, Italy to Libya, the United States to Venezuela 
and Japan to Indonesia—increased their share of these 
markets in 1974 and the first half of 1975. The one 
exception was the United Kingdom in the Nigerian 
market, where its share fell sharply in 1974, although some 
recovery occurred in 1975. 


These changes in the shares of the oil-exporting coun- 
tries’ markets do not suggest any general conclusions 
concerning the relative competitiveness of the industrial- 
ized countries’ exports, apart from the Netherlands and 
Switzerland. For these two countries the losses of market 
shares were sufficiently widespread and continuous to 
indicate some lack of competitiveness. 


75 These factors would also, of course, reduce the influence on the 
trade flows of relative competitiveness as normally understood. 
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TABLE 1.21 


Western Europe’s trade by area of origin and destination, January-September 1975 
а 


Percentage change Change in trade 
Imports Exports in dollar value from Trade balance from 
о CHEE f.o.b. January-September 1974 balance January-September 1974 
and destination for exports ($ million) ($ billion) Imports Exports ($ billion) ($ billion) 
Western, Вигоре...... 177.4 174.0 6 4 —3.4 —2.8 
Restiot the world 77a... 114.5 91,2 1 19 —23,3 НВ 
North America... .. 28.3 17.5 5 —11 —10.8 —3.4 
Soviet що... во 6.9 12 67 1.0 р 
Eastern Europe... . . 6.8 9.2 9 16 2.4 0.7 
Japanee Les cases Weta a © 6.7 2 26 —19 —4.0 —2.0 
Australia, New Zealand 
and South Africa . . . 5.4 6.5 11 1.1 —0.4 
Са cies hace ee 0.8 1.2 —2 21 0.4 0.2 
Non-oil developing coun- 
песен. ЕВ. 24.6 21.5 0 16 2.9 3.8 
Oil exporting countries “. 36.0 19.7 —9 85 —16.3 1233 
World (including unspecified) 294.2 268.7 4 9 —25.5 16.3 


Sources : OECD, Statistics of Foreign Trade, Series A, Paris, December 1975; IMF, Direction of Trade, Washington, 
January 1975, June 1975, December 1975; IMF, International Financial Statistics, Washington, January 1976; and ECE, 
Statistical Indicators for Short-Term Economic Changes in ECE Countries, Geneva. 


в Algeria, Bahrain, Ecuador, Indonesia, Iran, Iraq, Kuwait, Libya, Nigeria, Oman, Qatar, Saudi Arabia, Trinidad 


and Tobago, United Arab Emirates and Venezuela. 


In view of the marked changes of trend in the first half 
of 1975 in the positions of the United Kingdom and 
Japan in the oil-exporting countries’ markets, it is particu- 
larly difficult to assess recent developments for either of 
these countries. Six months is obviously too short a 
period from which to draw any but the most tentative 
conclusions concerning changes in relative competitive- 
ness. Furthermore, it would be difficult to ascribe such 
abrupt changes to shifts in competitiveness unless unu- 
sually large movements in relative export prices had taken 
place. But during 1974 and the early months of 1975, 
United Kingdom export prices of manufactures relative 
to those of the other industrialized countries showed 
little change, whereas Japan’s fell sharply in the second 
half of 1974 and the first half of 1975.7° Nevertheless, the 
sharp rise in the United Kingdom share of the oil-export- 
ing countries’ import market in the first six months of 
1975, and the equally pronounced decline in Japan’s 
share, cannot be explained by reference to developments 
in one or two countries. The possibility exists that a shift 
of some significance may have occurred in this market. 


The very considerable improvement in the United 
States trade balance in 1975 has been attributed in part to 
the gain in international competitiveness following the 
effective devaluation of the dollar against the currencies 
of most other industrialized countries. The United States 


78 See OECD, Economic Outlook, No. 18, December 1975, chart 
М. Аз can be seen from that chart, United Kingdom relative export 
prices declined sharply in 1972 and 1973 during which time Japan’s 
were rising equally sharply. However, it does not seem very probable 
that the developments in the first half of 1975 were determined 
largely by price changes two to three years before, since this would 
imply either that a substantial part of the oil countries’ recent 
imports were ordered before the increase in oil prices, or that 
Japanese exporters were slow to take advantage of the improvement 
in their relative price position in 1974 and 1975. 


й 


pee” 


did not, however, increase its share of the oil-exporting 
countries’ imports in the first half of 1975. Nor did the 
Federal Republic of Germany’s share of this market 
decline, although there has been some tendency to ascribe 
the reduction in its trade surplus last year to a loss of 
competitiveness resulting from the appreciation of its 
currency. Indeed, the positions of both of these countries 
in the combined market of the nine oil-exporting countries 
shown in table 1.20 have remained remarkably stable in 
recent years.”’ 


Apart from the oil-exporting countries, the only signifi- 
cant growth market for west European exports in 1975 
was eastern Europe and the Soviet Union. In the first 
nine months of the year the dollar value of exports to the 
Soviet Union increased by two-thirds, though eastern 
Europe’s were some way behind, with a 16 per cent rise. 
The expansion of this market benefited all the west Euro- 
pean countries, but especially Austria, Finland and Yugo- 
slavia. For the two latter countries, however, the very 
big increases in exports to the Soviet Union were more 
than offset by the drastic falls in exports to western 
countries. 


The dollar value of the intra-trade of western Europe 
rose only slightly last year and in volume terms was 
sharply lower. Despite this fall, almost two-thirds of 
western Europe’s foreign trade was still within the region. 
As the largest trading nation and one of the very few to 
record some increase, even if moderate, in import volume, 
the Federal Republic of Germany played an important 
role in supporting the volume of other western countries’ 
exports at a time when demand was severely depressed. 


77 The only really marked trends in individual markets were the 
Federal Republic of Germany’s large gain in Iraq and a loss, though 
less pronounced, in Venezuela. 
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Between the first nine months of 1974 and 1975 its imports 
from other west European countries increased by some 
$4 billion, while its total exports to these countries fell 
slightly. The countries that benefited most were those with 
the closest economic ties with the Federal Republic of 
Germany and whose own economies were most depressed : 
Austria, Belgium, Denmark, Italy, France, Netherlands 
and Switzerland. Italy’s crude trade balance with the 
Federal Republic of Germany improved in this period 
by over $1.3 billion. 

A crucial question in west European trade relationships 
is whether the reduction in the Federal Republic of 
Germany’s trade surplus in 1975 represented the beginning 
of a movement towards more balanced trade within the 
region or was largely a consequence of a difference in 
cyclical phasing. The increase in the Federal Republic 
of Germany’s imports, despite a contraction in domestic 
demand and output at least as sharp as that in most other 
west European countries, suggests some loss of competi- 
tiveness on the part of industry. Exports of capital goods, 
in which the Federal Republic is especially strong, could 
be hit fairly severely by the likely continued recession in 
investment throughout a large part of the world. But the 
real test is unlikely to come until the next sustained 
upturn in the industrialized economies. 

The importance of the oil-exporting countries, eastern 
Europe and the Soviet Union, and the Federal Republic 
of Germany as markets for the other west European 
countries is summarized below. 


Increases in exports to selected markets as percentages of increases 
in total exports : January-September 1975 < 


(Based on dollar values) 


Markets 
Oil Eastern Federal 
exporting Europe and Republic of 
Exporting country countries © Soviet Union Germany 
аа 4 meal 28 57 55 
Belgium-Luxembourg ... 84 18 57 
Denar Kat th oie И 15 3 21 
LEN UTS a cs eC, ee а 25 13 12 
Germany, Federal Republic of 117 48 
ТУЗ СТИ О реа ean. Si 11 — 15 
> 34 15 17 
Netherlands и... 29 4 36 
INOFWAY cern ах 22 15 26 
Зее, пе... 18 19 15 
Switzerland. ..... С 27 14 25 
United Kingdom ..... 41 6 7 


а Compared with January-September 1974. 
> For coverage, see table 1.21. 
с Partly estimated. 


For the Federal Republic of Germany itself, higher 
exports to the oil-exporting countries and to the Soviet 
Union were partly offset by a decline of $1.1 billion in 
exports to North America. All the other west European 
countries except for Norway, Sweden and Switzerland 
recorded falls in the dollar value of their exports to this 
region in the first nine months of 1975: for western 


Europe as a whole, exports fell by 11 per cent, while in 
terms of volume the fall must have been considerably 
greater. Western Europe’s trade deficit with North 
America increased by $3.4 billion to $10.8 billion in this 
period. Thus North America transmitted a significant 
deflationary influence to the west European economy last 
year. The same was true of Japan, western Europe’s 
crude trade deficit doubling to $4 billion, following a 
sharp decline in the dollar value of exports to this country 
(see table 1.21). 

Offsetting these higher deficits were the increased sur- 
pluses with eastern Europe and the Soviet Union, and 
the improvement of almost $4 billion in the trade balance 
with the non-oil developing countries. The latter reflected 
the cyclical lag which had appeared in the exports of 
western Europe and North America to the non-oil export- 
ing developing countries, both in comparison with their 
own imports from these countries and with world trade 
as a whole. In 1974 and the first half of 1975 exports in 
this direction expanded more than imports (which, into 
North America in the first half of 1975, declined). 
However, by the third quarter of 1975 the dollar value of 
exports to the non-oil exporting developing countries was 
falling faster than the value of imports from them. 
Nevertheless, the reduction of some $11 billion in western 
Europe’s trade deficit in the first nine months of 1975 was 
mainly a reflection of the lower deficit with the oil-ex- 
porting countries, which followed the drop in the volume 
of oil imports and the near doubling in the dollar value 
of exports to those countries. 


CURRENT ACCOUNT BALANCES 


Some weakening of western Europe’s balance on invisi- 
bles occurred in 1975, mainly reflecting higher debt service 
payments. For the year as a whole the region may have 
been roughly in balance on invisibles, following a surplus 
of around $2-3 billion in 1974. 

Larger deficits on invisibles transactions are likely to 
have been incurred by Finland, Sweden and France, while 
the surpluses of Denmark, the Netherlands and the 
United Kingdom probably fell. For Norway the decline 
in net invisible earnings was substantial, due both to the 
increased costs of servicing foreign loans and to a marked 
drop in earnings from shipping. The country’s shipping 
industry has been hit particularly severely by the depres- 
sion: at present, some 40 per cent of the tanker fleet is 
reported to be laid up.’ 

Greece’s earnings from shipping must also have been 
affected adversely by the depressed state of the shipping 
market, though less severely than for Norway. The 
development of the south European countries’ earnin 
from tourism are discussed in section 1(vi) of this chapte 
As shown there, earnings from tourism recovered some 
what in most southern countries last year, but emigran 
remittances are likely to have been adversely affected b 
the recession in the industrialized countries. In spite 
this, however, Spain’s net invisible receipts appear t 
have increased markedly in 1975. _ oe 


78 See Financial Times, 5 February 1976. _ 
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To a considerable extent, the counterpart of the higher 
tourist earnings in southern Europe was the increase in 
payments by the Federal Republic of Germany, where 
the deficit is: reported to have risen by some DM 1.5 
billion last year. The country’s total net deficit on account 
of invisibles may have increased by some $1 billion. By 
contrast, net invisible receipts are likely to have risen for 
Austria, Ireland and Italy. 


As a result of the comparatively small deterioration in 
western Europe’s balance on invisibles transactions, the 
very large reduction in the region’s trade deficit was 
reflected in a big improvement in the current account 
balance. In 1975 as a whole, the combined current deficit 
was probably in the region of $8-9 billion, less than half 
the size recorded in 1974. This favourable swing occurred 
in spite of a substantial deterioration in the region’s 
balance with the United States. In the first nine months 
of 1975 the United States recorded a current surplus of 
$3.3 billion vis-a-vis western Europe, compared with a 
deficit of $1.2 billion in the corresponding period of 1974. 

The four larger west European economies moved some 
way towards eliminating the enormous 1974 imbalances. 
Indeed, France and Italy may have been roughly in 
balance in 1975. Despite the substantial reduction last 
year, however, the United Kingdom deficit on current 
account was still almost $4 billion, while the Federal 


Republic of Germany’s surplus is likely to have been of 
the same order of magnitude. Belgium-Luxembourg 
and the Netherlands also remained in substantial surplus. 
The virtual elimination of Switzerland’s trade deficit, to- 
gether with some increase in the surplus on invisibles, 
resulted in a current surplus of around $3 billion last 
year. This occurred in spite of a further appreciation of 
the Swiss franc vis-d-vis almost all other currencies. 
However, as shown earlier in this chapter, the recession 
has been considerably deeper in Switzerland than in any 
other west European country. 


Denmark and Ireland, the other two smaller economies 
with big improvements in their trade balances in 1975, 
reduced their previously large current account deficits 
very considerably. For both countries, the 1975 deficits 
were probably lower than in 1973, before the rise in oil 
price. Greece’s and Spain’s deficits seem to have been 
reduced by relatively small amounts last year, while the 
decline in Yugoslavia’s deficit appears to have been more 
significant (see section 3 of this chapter). 


By contrast, Sweden’s current account deficit probably 
roughly doubled to some $2 billion in 1975, while Nor- 
way’s could have trebled to about $3 billion, equivalent 
to over 10 per cent of GDP. As shown above, the deteri- 
oration in Norway’s external balance reflected a steep 
drop in exports and a drastic fall in net earnings from 


TABLE 1.22 


Current account and changes (over end of preceding year) in official monetary reserves of selected 
west European countries, the United States, Canada and Japan 


(Million current US dollars) 


Position of 1974 1975 
official monetary 
reserves end Current Change in Current Change in 
Country account reserves account reserves 
и о А О ste Mem 2 873 —498 557 —313 1009 
Belgium-Luxembourg®’ ..... 5 100 919 245 1 028 452 
Denmar kien fae ce laa dex 1 324 —980 —389 —531 —58 
О betes Рикс 619 —1 213 15 —2 197 —164 
ТОО: ПИРЕНЕИ 8 529 —5 978 323 23 3 741 
Germany, Federal Republic of 33 171 9 588 —773 3837 —1 380 
Treland ео es ce es 1025 —702 242 —178 265 
ее А.>. 6 436 —7 792 505 —153 —2167 
Метео с sos ас 6 547 1 644 410 1582 152 
оз. лы. 575 —1 232 354 —2 403 308 
Зее АСЕ 2529 —999 —793 —1 702 1 341 
Switzerland Wav аа fe sr ae) 9% 8 520 171 491 2 983 1417 
United Kingdom ........ 6 476 —8 537 463 —3782  —1480 
: Industrial Europe’ .....з- 84 724 —15 609 1 650 —1 806 3 436 
. GREECE ar eee их ok сч 1 047 —1 233 —111 —1 088 7° 
Эра па: ею < 6 772 —3 231 —287 —2927 —521 
о Зе ба а 1338 —1 204 —307 —800* —152_ 
United States. о... - 14 378 —3 357 1 680 11916 — 175 
а о я 5 768 —1 680 57 aa —5 074 —499 
Заранее oc tei doo Grad. one 12 246 —4 693 1273 —710 —704 


Sources: IMF, International Financial Statistics, February 1976, and secretariat estimates. 
а The current account data include, while official monetary reserves Е Luxembourg. 


_ в End November over end of preceding year. 
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shipping. But even a deficit of this magnitude is regarded 
as tolerable in view of the expected transformation of 
the country’s external accounts over the next few years. 
For Finland, Portugal and Turkey, however, there are 
no such prospects and the significant increases in their 
current account deficits last year resulted in serious de- 
teriorations in their external positions. Excepting these 
three countries, western Europe in 1975 moved much 
closer towards external balance than had been foreseen 
a year ago. However, one of the reasons for this quicker 
than expected turnround was the severity of the recession 
in a number of countries. 


CAPITAL MOVEMENTS 


The substantial improvements of the current accounts 
of western Europe and the United States were associated 
with significant changes in the pattern of the international 
flow of private /ong-term capital. Data relating to the 
first three quarters of 1975 point to a substantial increase 
in the net outflow of private long-term capital from the 
United States and the Federal Republic of Germany, as 
well as swings from net inflows to net outflows in the 
United Kingdom and Italy.” 


The steep increase in the net outflow from the United 
States, from $2.9 billion in the first three quarters of 
1974 to $6.0 billion in the corresponding period of 1975, 
on a seasonally adjusted basis, reflected three major 
divergent movements: an increase in the purchase of 
foreign securities, a decline of foreign direct investment 
in the United States and an increase of foreign purchases 
of United States securities other than Treasury issues. 
The increase in the purchase of foreign securities was 
mainly accounted for by transactions with the developing 
countries, Canada and Japan. The decline in the foreign 
direct investment in the United States refiected mainly 
the decrease of west European direct investment in the 
country. The rise of foreign purchases of United States 
securities, other than Treasury issues, was more than 
accounted for by transactions with western Europe. 

The net outfiow of private long-term capital from the 
Federal Republic of Germany rose from $1.1 billion in 
the first nine months of 1974 to $5.6 billion in the corre- 
sponding period of 1975. This refiected mainly a sub- 
stantial increase in the net extension of credit by German 
banks to foreigners, following the widening of interest 
rate differentials in favour of foreign financial markets. 
‘The swing in the United Kingdom from a net inflow of 
long-term capital of $2.8 billion in the first ao 


nine months 


вые 
basis, 


foreign investment and loans, as well as net repaymen 
of foreign trade credits following a net inflow on th 
account in the corresponding period of 1974. 

The principal change recorded in the flow of gover. 
ment long-term capital in the first nine months of 19’ 
was the re-emergence of a net outflow from the Unit 
States, in line with the pattern that has prevailed throug 
out the post-war period. In the corresponding mont 
of 1974, and for that year as a whole, there was a n 
inflow that reflected special transactions with India. 


The decline in the net government borrowing of tl 
United Kingdom from the rest of the world was entire 
accounted for by a decrease of overseas investment 
the country’s public sector in the first nine months ! 
1975, over the corresponding period of 1974. 


The most important change in the pattern of shor 
term capital flows was the swing in the Federal Republ 
of Germany from a net outflow of $6.4 billion in tl 
first three quarters of 1974 to a net inflow of $2.5 billic 
in the corresponding quarters of 1975, a change of $8 
billion. This was mainly accounted for by a swing 
trade credits extended by the private corporate sector- 
other than banks—from a significant net outflow in tl 
first three quarters of 1974 to a relatively small net inflo 
in the corresponding period of 1975. | 


The swing in the flow from the United States from 
net inflow of $2.3 billion in the first three quarters | 
1974 to a net outfiow of $4.1 billion in the correspondii 
period of 1975, on a seasonally adjusted basis, reflect 
three divergent movements. First, a significant десш 
in the net outflow of non-liquid short-term priva 
capital from $10.6 billion in the first nine months | 
1974, to $0.4 billion in the corresponding months | 
1975, that was mainly accounted for by claims report 
by United States banks; it reflected mainly transacti 
with Japan, as the prevailing interest rates differentials 
that country’s favour narrowed. Secondly, the consi 
erable swing in the flow of liquid private capital, from 
net inflow of $7.8 billion in the first three quarters 
1974 to a net outfiow of $4.5 billion in the correspondi 
period of 1975. This reflected mainly a small decline 
United States liquid liabilities held by foreign commerc 
banks in the first nine months of 1975, following th 
substantial accumulation in the corresponding mon 
of 1974, that was partly associated with the oil cri 

y, a lower increase in the United States liq 
and other liabilities to foreign official agencies 
first pe sasha of 1975 than in 

this to SL. 
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TABLE 1.23 
The balance of payments of the United States by main regions, 1973 to the first three quarters of 1975 


(Million current US dollars) 
SS eee ee 
Year Year 


January-September January-September 


1974 1974 1975 1973 1974 1974 1975 


Total World Western Europe 


ПО сено balance? м ооо. 335 —3357 —4646 8011 —4128 — 93 1—1 162 3 343 
r of which: 
mradebalance mw. ат. 955 —5277 —4253 6 680 1475 3 997 2957 6 970 
Military transactions ое, —2316 —2159 —1676 —675 —1871 —1632 —1247 —1320 
|. Net outflow of long-term сарца!...... —9 737 —10613 —5704 —12209 —3602 —4924 —4257 —1974 
Beta aU ре бес. . —7093 —11021 —7006 —9580 —3456 —4605 —4048 —1627 
meno) US Government: © :..-... —2 644 408 1302 —2629 —146 —319 —209 —347 
|. = I. + Il. Balance (Transfer gap) ..... —9402 —13970 —10350 —4198 —7730 —5917 —5419 1369 
в of transfer gap: 
(a) Foreign private long-term*®. . ..... 7 270 2 558 3 694 3.172 4 332 2 003 1 905 2237 
. (6) US Government non-liquid liabilities to 
с other than foreign official reserve agencies . 1154 710 52 1169 318 104 34 90 
} (с) US liabilities to Гогеепегз....... 9 393°. 26641¢ 18349¢ 3748¢ 14431 8 533 5229 —3 816 
Senet) shorter: ео. тс... —6189 —19203 —14320 —6544 —1363 —2147 —1209 —975 
Е О еее оно; 209 —1434 —1571 — 696 233 3 —58 — 62 
(Г) Net errors and omissions. . ...... —2 435 4 698 3 626 3349 —10221 —2579 —482 {157 
| Eastern Europe Canada 
ЛЕ ав и... 1423 739 475 1174 719 1554 686 3 296 
of which: 
ЕВ Ва lance wa. ta Guest ss 1411 653 416 12 —943 —550 —599 1515 
Military transactions 1... —4 —1 0 —2 —108 —91 —72 —57 
Net Нах of long-term capital ах ___- — 628 —18 46 98—16 ae) SIRS ee TRG 2 125 
iz) WS ‘privates. > sence > Е —264 —121 —80 —154 —1305 —2290 —1738 —2092 
ЗЕ Соуегателе и, ee —364 103 126 76 _—64 —88_ —48 —33 
a в = T2571 1 096 —650 —824 —1100 1171 


46 Recent economic developments in western Europe 


TABLE 1.23 (continued) 
The balance of payments of the Uuited States by main region, 1073 to the first three quarters of 1975 


(Million current US dollars) 
дд ААААА АА АА 


Year January-September Year January-September 
1973 1974 1974 1975 1973 1974 1974 1975 
дд ee 
(© US liabilities to foreigners’... 2... —8 196 2 605 1 862 194 124 —389 *.—239 29. 
(dq) Short-term 29) wh is LRP ws —2570 —6318 —6150 2069 115 —452 —327 —21 
(©) Official reserves < 5 e555 wk KS — “= — = == =i as 3 
(Г) Net errors and omissions. . . . ... . 10 475 4 700 4840 —1368 —1366 —1 455 = 139 —1 35 
Developing Countries 4 
поем. 2684 -—6164 —5963 — —442 
of which: у 
LOS DRIARGE somite О Sh es —77 —9426 —7249 —2597 
Military transactions . . . 2... 2. 5 298 223 127 1 241 
Il. Net outflow of long-term capital . 2 2... —4704 —3100 363 —7 468 | 
ть: ира о <6 —2321 —3756 —995 —5139 | 
(6) US Government. .......... ve —2 383 656 1358 —2329 
Ш. = I. + Ц. Balance (Transfer зар)... . —2020 —9264 —5600 —7910 | 
Financing of transfer gap : | 
(а) Foreign private long-term?. ...... 1 167 45 1355 781 1 
(6) US Government non-liquid liabilities to x ыы 
other than foreign official reserve agencies . 603 540 468 1029 
(©) US liabilities to foreigners®. 2. 2 2... 3 296 15 708 11 307 7 048 
(4) Short-term cdc ee ae о —2065 —9045 —6298 —7019 ; 
ео Yeserves.. о: —24 —1437 —1513 — 634 ч 
(Г) Net errors and omissions. . . ..... —957 3 453 281 6 705 р | 


Sewrce > US Department of Commerce, Survey of Current Business, June, September, December 1975 and February 1976. | 
= For “Total World”’, “Other foreign private capital, long-term, reported by US banks’’ is included under III.(a); for the various regions, it is included under III. 
ых readily marketable liabilities to foreign official agencies’’ and “Моп-Наша liabilities to foreign official reserve авепс!сз’’ reported by US Governme: 
© which > ` 


Year January-September — Pes 4 
1973 1974 1994" 1975 | 


а Я 4294 16810 12451 2599 at Soe 
alee rama ent eee ee 114957) (ae 
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itral monetary institutions, by $2.3 billion, in the first 
е months of 1975 compared with an increase of $2.4 
lion in the corresponding period of 1974. This change 
$ mainly accounted for by the decline of sterling 
erves held by oil-exporting countries that amounted 
$1.3 billion, compared with an exceptional increase of 
2 billion in the first three quarters of 1974 and $5.2 
lion in that year as a whole, in the wake of higher oil 
ices. This development was partly offset by a rise in 
> net Overseas currency borrowing by United Kingdom 
nks. The net outcome was a decline in the inflow of 
>orded short-term capital to the United Kingdom in 
> first nine months of 1975 over the corresponding 
riod of the previous year, despite the widening of 
terest rate differentials in the country’s favour. 


Official monetary reserves of western Europe increased 
$1.2 billion in 1975 (compared with $0.2 billion in 
74), those of industrial Europe rising by $3.4 billion in 
75, while those of south European countries declined 
$2.2 billion. Within the group of industrial countries 
е most important increases were those of France ($3.7 
Шоп), Switzerland ($1.4 billion), Sweden ($1.3 billion) 
id Austria ($1.0 billion). These were partly offset by the 
latively significant declines of official monetary reserves 
corded by Italy ($2.2 billion), the United Kingdom 
1.5 billion) and the Federal Republic of Germany ($1.4 
Шоп). 


TABLE 1.25 


rcentage change (over end of preceding year) of exchange rates 
in terms of the United States dollar 


Year 

Country 1973 1974 1975 
та Сова: 16.6 15.9 —7.5 
‘igium-Luxembourg (franc) . . 6.6 14.4 —8.6 
mcs: (ро. 6.1 1.0 —9.1 
плаг" (krone) ieee 5 va ies 8.8 11.3 —8.5 
BAI UIALK KA) аа 8.4 8.3 —7.8 
RCO MILANO) or дак: 8.9 5.9 —0.9 
ermany, Fed. Вер. of (DM). . 18.5 12:2 —8.1 
Е оао ee 1.0 —1.0 —15.8 
mand (крова... 16.5 —29.3 — 30.02 
Band (pound) ss a6: —1.0 1.0 —13.7 
о ре. —4.2 —6.4 —5.0 
Паровая ДАН 2.6 3 —7.2 
etherlands (guilder) ..... 14.2 12.7 —6.8 
meway.(KfONne) 207. ка 15:9 10.0 —6.8 
wtugal (езси4о)....... 4.5 51 —10.5 
т (рее) но 11.6 13 —6.1 
Веер (Кто sos. ce.) se. 3.4 12.4 —7.0 
witzerland (franc) ..... - 16.3 27.7 —3.1 
У а НЯ: oe on — 1.1 —7.7 
nited Kingdom (pound) —1.1 jE | —13.8 
ugoslavia (dinar) ...... 9.0 —8.5 —5.3 
anada (dollar) ..,.... —0.0 0.5 —2.5 
—7.0 —1.4 


рос мор 7.9 
$ ' 


Bource: IMF, International Financial Statistics, February 1976. 
2 End November over end December of preceding year. 


| 


TABLE 1.26 


Changes (over end of preceding year) in official monetary reserves 
by main regions 


(Million current US dollars) 


Position Changes in reserves 


at end of 
1973 1974 1975 
United Kingdom—Total 6 476 463 —1 480 

Ох № 885 14 —44а 

horcigniexchangesun) eee 4 726 219 —1 090¢ 

Fund reserve position. . ... 141 111 104 

Я ie er ce er as 724 119 —28 

Other western Europe—Total 93 114 —278 2 709 

Gold Saree а В 23 754 372 —10558 

orcignexchangze и: 60 824 —656 3 250° 

Fund reserve position. .... 4116 —31 738 

И ee ee eek 4 420 37 —224 

United States—Total. ..... 14 378 1 679 —174 

О a eed 11 652 174 —570 

Foreigniexchange pea ene 8 —3 75 

Fund reserve position. . . . . 552 1 300 360 

SDRsie ies ee ee 2 166 208 —39 

Canada and Japan—Total . 18 015 1 331 —1 205 

Gold awe ео. 1 818 28 —82 

Foreign exchange ..... .- 14 143 985 —1 278 

Fund reserve position. . . . . 977 292 183 

р, сыры И 1077 26 —28 

Oceania and South Africa—Total. 7824 —1756 -—1 187 

Gold sje. toate os «eee 1114 —15 —69 

Foreign exchange ...... 5996 —1513 —991 

Fund reserve position. .... 359 —44 —120 

В и. 355 —184 —7 

All developed countries—Total . 139 807 1 439 —915 

Golder aire gc eee ona 39 223 573  —1 820 

Foreign exchange ...... 85 697 —968 —34 

Fund reserve position. .. . . 6 145 1 628 1 265 

Е с ise eee 8 742 206 —326 

Developing countries—Total . 43 836 35 547 5 665 

Golda sae. J. eae eae 3 705 6 —150 < 

Foreign ехсБапге...... 36 956 33 770 3 393 с 

Fund reserve position. . ... 1 298 1 758 2 685 

SDRsien.. setae eee 1 877 13 —263 

of which: 

Oil-producing countries 4— 

Ota. ее > 14 933 33 074 7 5З1 
СОЧ р 1 448 54 —57 с 
Еогерп exchange ..... 12 693 31 035 4 851 с 
Fund reserve position. . . 401 1 943 2 786 
Я а eee 391 42 —49 


Source: IMF, Jnternational Financial Statistics, February 1976. 


Note.— The “Total’’ is derived by adding up the components, except for the 
United Kingdom, where the period covered is not the same. 


в End September over end December of preceding year. 


5 End November over end December of preceding year for Cyprus, Greece, 
Portugal, Spain and Turkey. 


с End November over end December of preceding year. 


4 Algeria, Ecuador, Indonesia, Iran, Iraq, Kuwait, Libya, Nigeria, Oman, Saudi 
Arabia, Trinidad and Tobago, Venezuela. 


In 1975, the oil producing countries increased their 
foreign exchange holdings by $7.5 billion (see table 1.26). 
Judging from data relating to the first three quarters of 
1975, this change reflected largely a rise of United States 
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liquid and other liabilities to the official monetary insti- 
tutions of oil-exporting countries that more than offset 
the recorded decline of their holdings of United Kingdom 
exchange reserves in sterling. For the year as a whole, 
the non-oil developing countries’ official monetary 
reserves fell by $1.9 billion. 


(vi) Recent developments in tourism among 
key tourist-receiving countries 


In relation to exports of goods and services, tourism ac- 
counts for more than one-twelfth of the total in Austria, 
Greece, Italy, Portugal, Spain, Switzerland and Yugo- 
slavia, based on 1973 data.®° To this group can be added 
Turkey where there has been a very rapid development of 
international tourism. In these eight countries combined, 
nominal tourism receipts, measured in current dollars 
grew by some 20 per cent in 1975. The pattern of change 
shows wide variation from country to country (table 1.27). 
Nonetheless, it appears that, roughly speaking, the gains 
are greater than the rates of inflation prevailing in these 
countries. For the group as a whole, real receipts mea- 
sured in dollars, deflated by the consumer price indices 
of each country, grew at 3.5 per cent in 1975. 

This performance is a departure from the long-term 
trend of real growth of international tourism in these 
eight countries (table 1.28). The 1975 performance is an 
improvement over 1974 when nominal receipts fell by 
2.6 per cent, and real receipts by 13.2 per cent. The 1975 
performance shows a recovery in process for the group as 
a whole, despite political problems in particular countries. 
Nonetheless there is considerable room for increases in 
real growth rate of receipts before the tourist industry in 
the eight country group reaches the previously achieved 
long-term growth rates. 


TABLE 1.27 


Growth in international tourism receipts, arrivals and nights spent2 
in eight principal tourist-receiving countries, 1974-1975 


(Percentage change) 


(A) (B) (C) 
In local In local т US Growth in Growth in 
currency currency dollars arrivals nights spent 
Country (nominal) (real)® (nominal) 1974/75¢ 1974/75 

Austria . . . +14.2 (9) +4.2 +26.5 +10.7 (10) +6.2 (10) 
Greece, . . +36.2 (9) +20.4 +36.2 +43.7 (10) os 
Portugal. . . —43.3 (6) —51.1 —47.5 —24.0 (10) —30.4 (10) 
а. =. +412 (9). 418.6. +41.0+5.4(7) 5.6 (9.7) 
Turkey +3.0(9) —14.6 —0.3 +24.2 (8) с 
Spain . +8.9(11) -7.6 +10.7 —0.9(11) +4.7 (6) 
Switzerland . — — — — 0.8 (10) —3.0 (10) 
Yugoslavia . +21.0 (12) —3.2 +11.1 +7.0(11) +6.0 (1) 


Group TOTAL? —(9,9)%¢  — +20.14 +8.7 (10.0) +4.31 (9.8) 


Source; National statistics, 
а The number of months of data are shown in parentheses. 
> Deflated by the consumer price index of the various countries. 


os Foreign visitors at frontiers except for Switzerland where hotel arrivals are 
shown. 


4 For all countries above except Switzerland, 
* 1974 year-to-date base for receipts stated in US dollars. 
7 For all countries above except Greece and Turkey. 


50 OECD, Tourism Policy and International Tourism in Member 
Countries, 1975. 1973 was chosen as a benchmark as it is the last 
full pre-recession year for European tourism, 


TABLE 1.28 
Real growth in international tourism receipts of eight principal tourist- 
receiving countries, 1963-1973 


_ иди 
Growth rate 


Country Gross receipts Net receipts 
Austria 12.1 11.4 
Greece xu оо Е! 14.0 
И О И У ах 6.2 4.4 
Portugal. . Peri Beene 12.0 12.0 
Spain. он 8.4 8.3 
Switzerland’. °o c.f Soe 7.4 5.8 
Turkey 24.6 nee 
Yugoslavia 10.8 12.0 
GROUP/TOTALEED О, © 15:3 8.0 


Source: Receipts data (т dollars) are given in OECD, Tourism Policy and 
International Tourism, 1975. Nominal data are deflated by the All Items Consumer 
Price Indices shown in United Nations, Statistical Yearbook, 1974. 


а Net tourism receipts were negative in 1963. 
a 


When viewed as a component of trade, growth in 
tourism receipts in 1975 appears to have outpaced the 
gains in total exports of the eight countries. These exports 
measured in current dollars grew at an 11.7 per cent annual 
rate in the first three quarters of 1975. The pattern in 
1974 was the reverse with a 32.9 per cent rise in exports 
for the eight countries against the 2.6 per cent decline in 
tourism receipts. 


It is generally assumed that the income elasticity of 
international tourism expenditures in tourism generating 
countries is far greater than unity. If this is the case for 
the principal tourist-generating countries (from which 
the eight countries obtain their receipts) then a strong pro- 
cyclic pattern of receipts can be expected. However, the 
1973-1975 experience suggests a recovery of tourism 
ahead of the recovery of real economic activity in general. 


Past changes in the gross domestic product of the 
European OECD countries and changes in international 
tourism receipts of the eight key tourist-receiving coun- 
tries appear to have moved roughly together. This is not 
surprising since the OECD European countries account 
for the bulk of the eight countries’ combined receipts. 
The recessions of 1952, 1958 and 1967, as well as the 
““mini-recessions” of 1963 and 1972 appear to coincide 
with below average increases in tourism receipts in 
these years. Over-all, the movements in tourism re- 
ceipts for the eight country group is much more cyclic 
than that of GDP. 


The partial recovery in 1975 in\the major tourist-re- 
ceiving countries is less strong than the growth of inter- 
national tourist expenditures of the other European OECD. 
countries. Against a compound annual growth rate of 
14.9 per cent for the decade ending in 1973, dollar expen- 
ditures of the other European countries moderated to a 
7.8 per cent growth rate in 1973-1974,*! In the first months 
of 1975 compared with the same period in 1974, tourist 
expenditures in the other European OECD countries 
grew at an annual rate of 22.8 per cent, a more rapid 


= . 


81 Ireland is excluded from the calculation. ] 
] 
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rowth than tourist receipts; in the eight principal tourist- 
€celving countries taken together the gain in tourist re- 
eipts was 20 per cent. 


The difference between the growth rate of receipts of 
he eight principal tourist-receiving countries and the 
Ourist expenditures of the other European OECD 
ountries was probably due to a shift in the pattern of 
Ourist arrivals (and nights spent) within the OECD 
Furopean area away from the eight principal receiving 
ountries. Again, as is the case for receipts, international 
Ourist arrivals and nights spent in the eight principal 
Ourist-receiving countries with the exception of Turkey, 
ге dominated by the OECD European countries (table 
1.29). Swings in the pattern of foreign tourism of the 
OECD European countries can normally be expected to 
account for a high percentage of the year-to-year variation 
n tourist arrivals (and nights spent) in the eight tourist- 
receiving countries. 


TABLE 1.29 


Composition of international tourist arrivals in eight principal tourist- 
receiving countries in 1974 


(Percentage of total tourist arrivals and nights 
spent accounted by European OECD countries) 


Country Arrivals Nights spent 
а Е 89 96 
| ORES Ca ежа 60 71 
LENA SSS OM ree oe 68 83 
Е Steel Sem > 64 76 
Е Па зат 81 87 
Я ee 744 84 
SRL RES ae ee rie ee 38 oe 
оао. : 77 84 


Source: Calculated from OECD, Tourism Policy and International Tourism, 
loc. cit., table I. 


а 1973 data is employed. 


The three most important European OECD tourist- 
generating countries are the Federal Republic of Germany, 
France and the United Kingdom which together accoun- 
ted for 57 per cent of all international tourist expenditures 
of the OECD European countries in 1973. There was a 
slower rate of growth of tourist arrivals (5.7 per cent) 
from the three principal tourist-generating countries in 
the principal tourist-receiving countries compared with 
the other OECD European countries (10.2 per cent). 
However, the pattern varies considerably (table 1.30). 
Clearly the within-group variation is too large relative to 
the difference between the two groups in their average 
growth to constitute strong evidence of a significant 
shift in the pattern of European tourism. 


_ Unlike arrivals data, nights spent by the residents of 
Все countries are not widely available except 
or calendar years. Nonetheless nights spent are pertinent 
o the examination of patterns of tourist expenditures 


TABLE 1.30 


Change in tourist arrivals from Federal Republic of Germany, France 


and United Kingdom (combined) in OECD European countries: 
1974-1975 а 


SS SSS 


Percentage change 


Principal tourist-receiving countries. == 5.9 
Апзила (10). +5.4 
Greece (10). +53.0 
Italy (7). + 6.8 
Portugal (10). —21.6 
Spain (10) . SOLE. 
Turkey (6) . : +11.1 
Switzerland (10) +0.1 
Yugoslavia (11) CR ie ee athe) 
Other European OECD countries ........ + 10.2 
Germany, Federal Republic of (9) ° . —3.6 
Iceland (10) Re к, + 12.6 
Ireland (10)¢. ЧР ЦЕ 
Netherlands (6). +4.7 
Scandinavian countries @ +10.4 
initede О и О оао © РЕ ОЕ 22.7 


боигсе: National statistics. 


а Visitor arrivals are used where tourist arrivals are not available. The number 
of months of data for each country is given in parentheses after each country. 


5 Excludes visitors from France. 
с Excludes arrivals from Northern Ireland. 
>’ Denmark, Finland, Norway and Sweden. 


TABLE 1.31 


Change in tourist nights by nationals of the Federal Republic of Germ- 
any, France and the United Kingdom (combined) in OECD Euro- 
pean countries: 1974-1975 а 


Percentage change 


Principal tourist-receiving countries. . ...... = eye 
АВЕО А ere otk cn Mie eee seks 
ам ee eo aa eee + 10.6 
Portugal:(10) Res ae oe eons —21.8 
Switzerland sos tes. as ete ae eee eee —2.1 
Yusoslavia( 1) pc Se i hs ee ce ae +8.4 
Other OECD European countries ........ + 6.4 
Вата (Во eee es eee eee +5.9 
Finland: (бук я eae + 6.3 
France: феи ео +24.7 
Germany, Federal Republicof (9) ....... 5.6 
Netherlands. (бо 5.6 
Мона (о и а" +7.0 


Source: National statistics. 
а The number of months of data are indicated in parentheses after each country. 


because they may well bear a more consistent relationship 
with expenditures than do tourist arrivals.” 


The evidence from tourist nights spent of the three 
main European tourist-generating countries also suggests 
a shift away from the eight principal tourist-receiving 
countries, where tourist nights grew at 5.7 per cent in 
1975, towards other European countries where tourist 
nights grew at 6.4 per cent. Again, this evidence is to be 


82 See, among others, Note of the Secretary General, The Impact 
of International Tourism on the Economic Development of the Devel- 
oping Countries, PRO/ECOSOC/1758 (LIV), in particular pp. 7-9 
and Note of the Secretary General, Social and Demographic Statis- 
tics: Tourism Statistics—Draft Guidelines on Statistics of Interna- 
tional Tourism, E/CN.3/486, 31 December 1975. 


50 


Recent economic developments in western Europe 


used with caution as the coverage of data treats fewer 
countries and fewer months on average than the expen- 
diture даа. 

There is also evidence of a swing by the United States 
away from the main European tourist-receiving countries, 
where tourist nights declined by 19.9 per cent, to the 
other European OECD countries where tourist nights 
increased 14.0 рег cent. This would account for an 
additional part of the slower growth of receipts in the 
eight key tourist-receiving countries than in other OECD 
countries. 

In four of the key tourist-receiving countries, Greece, 
Portugal, Switzerland and Yugoslavia, more compre- 
hensive data on tourist arrivals (nights spent) by origi- 
nating country are available (table 1.32). 

If the distribution of arrivals (nights) reflects the dis- 
tribution of receipts, one would expect that the share of 
each country would remain roughly the same if changes 
in tourism receipts are roughly the same from each of 
the tourist-generating areas. The only major generating 
area to show a marked change is the United States and 
Canada. For these two countries, the share of arrivals 
(nights spent) showed a considerable decline in Greece, 
Portugal and Yugoslavia. 

In summary, the 1975 picture of tourism receipts in 
the eight principal tourist-receiving countries appears to 
show a small increase in real receipts and a somewhat 
larger gain in arrivals and nights spent in the region, i.e. 
real expenditure per tourist night appears to have fallen. 
There also appears to have been a less rapid growth of 
tourist receipts among the eight countries than in the 
other European OECD countries owing to a shift in the 
pattern of arrivals away from these eight countries 
towards the rest of OECD Europe. 

Turning to the balance-of-payments contribution of 
international tourism, the net gain in 1975 over 1974 for 
the principal tourist-receiving countries appears to be 
greater than the rate of increase of receipts (table 1.33). 


TABLE 1.32 


Percentage distribution of arrivals (nights spent) of foreign tourists 
in Greece, Portugal, Switzerland and Yugoslavia, by originating 
area, 1974 and 1975 


1974 1975 
GREECE 
Arrivals (January-July) 
Italy, Spain and Yugoslavia ........ 8.7 11.6 
France, Federal Republic of Germany® and 
Wnitedskingdomes teas Jobe anaes 26.0 28.6 
Other European OECD countries® ..... 16.3 15.5 
WnitedsStates and Canada... . ..-. en 20.1 16.6 


All other countries 


83 Additional evidence is provided by the balance-of-payments 
Statistics of the Federal Republic of Germany. Data on tourist 
expenditures by German nationals in the various tourist-receiving 
countries for the first three quarters of 1975 show a 10.7 per cent 
growth of expenditures in the eight principal tourist-receiving areas 
versus a 14.3 per cent growth of expenditures in other European 
OECD countries, Statistische Beihefte, December 1975. 


84 The same countries and number of months of data are employed 
as in table 1.30 for the three principal tourist-generating countries. 


TABLE 1.32 (continued) 


1974 1975 
SWITZERLAND 
Nights spent ( January-September) 
Nt Meee oe OO Magoo sak tg oc 5.9 5.6 
France, Federal Republic of Germany and 
United Kingdom . 64.1 64.1 
Austria and Netherlands . 10.1 10.4 
Other European countries с 19.9 19.9 
YUGOSLAVIA 
Nights spent (January-November) 4 
Greece:and Italy. деи eee vie cs 7.1 8.6 
France, Federal Republic of Germany and 
United Kingdom. 2 2.) 2 =: 50.1 Set 
Other European OECD countries ® 26.9 26.0 
East European countries . 12.3 11.3 
United States and Canada . 2.3 1.8 
Allother;countries= = ss sae aoe eee 1.3 122 
PORTUGAL 
Nights spent (January-October) 7 
Italy and Spain?’ . И ЕЕ 6.3 5.8 
France, Federal Republic of Germany and 
United Kingdom... .... 49.6 50.5 
Other European OECD countries ” 16.5 20.9 
United States and Canada . 18.0 9.8 
Other countries‘ . 9.7 13.0 


Sources: Nationa] statistics. 
а The data include arrivals from the German Democratic Republic. 


> Austria, Belgium-Luxembourg, Denmark, France, Ireland, Netherlands, 
Norway, Sweden, Finland and Switzerland. 


с Excludes Liechtenstein. 


а Level data for 1974 are approximated by applying the index for 1975 уз. 1974 to 
the 1975 base (level). This is done rather than use the originally reported 1974 
data in order to encapture revisions in the 1974 data. 


е Austria, Belgium, Denmark, Finland, Netherlands, Norway, Sweden, Switzer- 
land, Turkey and ‘‘other European countries’ ’ (excluding east European countries). 


7 Hotel nights and nights spent in camping sites are aggregated for each country, 
9 Hotel nights only. 

» Belgium, Denmark (hotel nights only), Netherlands, Sweden and Switzerland. 
1 Includes nights spent in camping sites for Italy, Spain and Denmark. 


Tourist expenditures of the eight principal tourist-re- 
ceiving countries appear to have fallen by about 4 per 
cent in 1975. The growth in real net receipts for the 
1963-1973 period was 8 per cent 6 whereas in 1975 they 
grew by about 12 per cent. 


TABLE 1.33 
Net tourist receipts of European OECD countries in 1974 and 19754 


(Millions of US dollars) 


a я 
1974 to date 1975 to date 


ae eg a ee ee 
Principal tourist-receiving countries . 5 119.0 6 721.2 
Other OECD European countries . . —4 498.7 —9 605,5 


Source: National statistics. 


а Data are for the following countries with th 
о 5 i number of months of data shown 


Principal tourist-receiving countries: Austria (9 , Greece (9), Р. 

Turkey (8) and Yugoslavia (12). be Pie ined. 
Other OECD European countries: Belgium-Luxembourg (9 
ИН © ея 5, Anes ее of Germany (9), Ireland yy! Norway (10), 
‚ Uni ingdom (6) and Netherlands (9), For Yi ia, iti 
that net receipts are 95 per cent of gross т ) ee goes 


85 The data exclude Switzerland and Yugoslavia. 
86 See table 1.28 for country data. 


Denmark (9), 
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2. PROSPECTS AND POLICIES 


The first part of this section reviews the present 
expectations of enterprises and households as revealed 
by various business and consumer surveys. The state of 
confidence reflected in these surveys is crucial for evalu- 
ating the prospects for private consumption and private 
investment which together should form the basis for a 
general economic revival. The prospects for such a 
revival are assessed in the second part of this section. 
Thereafter follows a discussion of the options for eco- 
nomic policies that are available in view of the proba- 
bilities for a sustained revival and a ‘‘W-shaped”’ recession 
respectively. In the final part the analysis is broadened to 
include the situation of the most affected developing 
countries. 


(i) Expectations of enterprises and households 


In the present uncertain economic climate it is of special 
interest to monitor the short-term indicators which are 
available as guidance for economic policy, especially those 
which give information on the state of confidence of 
entrepreneurs and households. This is of particular 
importance for western Europe where recovery or pro- 
longed stagnation hang in the balance whereas in North 
America a clear cut recovery seems to be already under 
way. 


Information on the views of enterprises with regard to 
the development of their production in the immediate 
future gives an early indication of the way the business 
cycle in industry may turn. Chart 2.1 illustrates the 
production expectations three or four months ahead at 
any point of time for six EEC member countries: the 
Federal Republic of Germany, France, Italy, the Nether- 
lands, Belgium and Ireland.*”? For each month a figure 
is plotted which denotes the (weighted) difference between 
enterprises expecting an increase in production over 
those expecting a decline in production. (Replies in- 
dicating no change are disregarded.) When the optimistic 
(pessimistic) enterprises predominate the figure is positive 
(negative). 

The chart gives a clear indication of a culmination of 
the cycle in the first quarter of 1973. The climate de- 
teriorated during the rest of the year, particularly in 
connexion with the oil crisis. The temporary revival of 
optimism in early 1974 is illustrated by the hump in the 
curve, which thereafter plunged as gloom deepened. The 


87 EEC, Graphs and Notes on the Economic Situation in the Com- 
munity, Brussels; various issues. 
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curve turned around at the end of 1974 and then moved 
upwards. In December it was well above the x-axis, i.e. 
in the same position as at the beginning of 1972 when 
the previous boom got under way. 


The countries included in the aggregate curve all show 
roughly the same timing of their individual develop- 
ments. It might be noted, however, that towards the end 
of 1975 the figures for Belgium still are depressed. In 
Ireland they moved from positive at mid-year to negative 
in the second half. 


There is further information provided by business 
survey indicators which shed some light on the behaviour 
of the factors that have influenced the production ex- 
pectations just discussed. In the Economic Survey of 
Europe in 1974, Part I, there was a discussion of the 
assessment by enterprises of order-books and inventories 
in the same EEC countries as included in chart 2.1. The 
subsequent development can be studied in chart 2.2. 


A negative number for the order stock series indicates 
that a corresponding percentage majority of enterprises 
(weighted by their size) consider the orders at hand to be 


too small. Likewise a positive number for the inventory | 


series indicates the (weighted) difference between enter- 
prises considering their stocks of finished goods too large 
and too small respectively. A coincidence of a negative 
and falling order-books curve and a positive and rising 
inventory curve indicates that current demand for goods 
is increasingly insufficient in relation to the current out- 
put. Such a development of the indicators points towards 
an actual decline in production and in capacity utiliz- 
ation. As the gap of “deficient demand’’ opens up, the 
recession deepens. Such a rapid worsening of the situation 
obviously took place after the short (shaded) period of 
excess demand in 1973. In 1974 the two curves rapidly 
parted after a temporarily balanced situation in the first 
quarter. On the strength of this evidence the conclusion was 
drawn that the recession would deepen in 1975 before there 
was any improvement.®* In particular the prospect of а 
potentially depressive development of demand for inven- 
tories was brought out by the record high level reached 
for the indication of surplus stocks. 


In the first quarter of 1975, the turning-point was 
reached for the series on the assessment of stocks of 
finished goods. This curve then moved downwards, 
indicating a gradual easing of the inventory situation. It 
can be noted, however, that the level reached in December 
1975 was still as high as during the bottom of the previous 


88 Cf, Economic Survey of Europe in 1974, Part I, New York 
1975, p. 45. 
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Chart 2.1 
EXPECTATIONS OF PRODUCTION 
Graphique 2.1 
PRODUCTION ENVISAGEE 
Диаграмма 2.1 
ПРОГНОЗЫ ОТНОСИТЕЛЬНО ПРОИЗВОДСТВА 


OTBCTOB 


o/ 
/0 


Percentage of answers 
Pourcentage de réponses 


ИЕ Тм 1 Уре 
1971 1972 1973 1974 1975 


Source : Commission of the European Communities 
Commission des Communautés européennes 


Источник: Комиссия европейских сообществ 
Chart 2.2 
TOTAL ORDER BOOKS AND STOCKS OF FINISHED GOODS 
Graphique 2.2 ~ 
CARNET DE COMMANDES TOTAL ET STOCKS DE PRODUITS FINIS trek 
Диаграмма 2.2 ] 24 
ОБШИЕ ЗАКАЗЫ И ЗАПАСЫ ГОТОВОЙ ПРОЛУКЦИИ Се 
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recession at the end of 1971. At that time it took another 
year of adjustment before enterprises on balance regarded 
stocks as “normal”. The developments are fairly uniform 
in the six EEC member countries included in the chart. 


The chart for the judgement of total order-books 
declined very steeply in 1974 and tended to flatten out 
during 1975. At the middle of 1975 there is a turning 
point which comes later than is the case of the assessment 
of inventories. This curve was at the end of 1975 still 
considerably below the position of the turning point in 
the previous recession. This was also the case for each 
country included in the chart. 


It is of interest to note that expectations of production 
(chart 2.1) lead the two other variables (chart 2.2) in the 
sense that expectations tend to become on balance positive 
at about the same time as the inventory and order situation 
barely has started to improve. This happened in 1972 
and seems to have happened again in 1975. There is the 
difference, however, that this time the inventory curve 
falls from a much higher and the order stock curve rises 
from a much lower level than during the previous occasion. 
The increasing confidence of the enterprises with regard 
to future industrial production thus seems to be based 
less on an evaluation of their own particular situation than 
on “exogenous” factors determining their future flow of 
orders. To that extent the increasing confidence might 
be built on rather shaky foundations. It is nevertheless 
important that there is an increasing confidence among 
enterprises, since this could by itself bring forward that 
very increase in demand, through which the expectations 
would be fulfilled. 


Business surveys on inventories and order stocks are 
available also for Austria, Sweden and Switzerland. For 
Sweden (fourth quarter), the order-book series indicates 
a continuous worsening of the cyclical position while no 
upwards turnaround is yet discernible in the inventory 
variable. For Switzerland, there is an improvement in the 
inventory situation, whereas for orders there is a further 
deterioration (survey taken in December). According 
to a special survey ® only a small percentage of enter- 
prises expect the business situation to improve markedly 
either in the first half of 1976 (1 per cent) or in the second 

_ half (5 per cent). In Austria, the production expectations 
of total industry started to improve in the middle of 1975. 
Indications of an improvement in both the order-book 
and inventory situation followed in the third quarter. 

_ But at the end of the year more than half of the surveyed 

_ enterprises were dissatisfied with the low level of orders 

_ and the existence of idle capacity. In the United Kingdom, 

_ а revival of business confidence became apparent in the 

autumn and was visibly strengthened according to a 

_ January industrial trends survey. The reason is mainly 

_ ю be found in the view that the United Kingdom т- 

_ flation is, for the time being at least, under some degree 

of control. Seen from the point of view of low order 
books and surplus capacity the recession actually deep- 
ened during the period surveyed (i.e. fourth quarter 

1975). All in all the United Kingdom seems in these 


В Konjunkturaussichten 1976/77, Institut fiir Wirtschaftsforschung, 
January 1976. — 


respects to be roughly in phase with the group of small 
countries just mentioned, which are lagging somewhat 
behind the development of the group of EEC countries 
included in the charts 2.1 and 2.2. 


There is standardized information available from the 
Commission of the European Communities also with 
regard to the expectations of households. This consumer 
survey can be used to shed some light on the present 
situation and immediate prospects with regard to con- 
sumers’ confidence and savings behaviour. For that 
purpose the information from the latest EEC survey is 
organized in the table below in a sequence and with a 
notation that will facilitate the interpretation. Plus and 
minus signs stand for the directions (up and down) of 
clearly recognizable changes. When a plus or a minus 
sign is within brackets the tendency can be judged as 
weak. A zero stands for practically no change.” 


Expectations of households 


Purchases 
Unem- Financial of durable 
ployinent® Prices* — position® goods ° Savings 8 
(1) (2) (3) (4) (5) 
Belgium’ ; 2 24 + (+) (—) (—) — 
Denmark (—) — + + + 
НАС о + (+) + т 0 
Germany, Fed. 

Вер. оо (+) (—) (+) — 
Ireland se — — + AF 
LialySe shee te + — at = 
Netherlands. .. + oF — (+) — 
United Kingdom + — — я 


Source: Results from the Eleventh Consumer Survey, Information Memorandum 
January 1976, from the Commission of the European Communities. 


а Changes over the next twelve months (the survey was taken in October). 


5 The replics answer questions about the advantage at the present time (i.e. in 
October 1975) of making major purchases and savings respectively. 


The first column of the table above shows that the 
households in most of the countries included expect 
unemployment to go on increasing over the coming 
twelve-month period. In the Federal Republic of Ger- 
many and Denmark, however, no further increases are 
envisaged. This evaluation agrees rather well with the 
forecasts generally obtained by macro-economic analysis. 


The signs put into the column for prices show whether 
the rate of increase is expected to be stepped up (plus) 
or decelerate (minus). Here in most countries a (weighted) 
majority of households expect an acceleration of price 
increases. This is somewhat surprising since macro- 
economic forecasts already for some time have pointed 
to a gradual slowing-down of inflation. It is possible 
though that households have had mainly food prices in 
mind as in this area prices have recently been on a strong 
upward trend. Deceleration is foreseen in Denmark, 
Ireland and the United Kingdom. These are also the 


9 Results from the Eleventh Consumer Survey, Information Mem- 


orandum, January 1976 from the Commission of the European 
Communities. This survey differs from the survey used for the. 


enterprises, as the Consumer Survey uses a scale that puts different 
weights to the elements of the frequency distribution of the replies. 
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countries where prices are coming down from a previously 
ly high rate of increase. 

К а view of the expected developments of unemployment 
and prices, it is not surprising that household majorities 
in several countries expect a worsening of their financial 
position i.e. broadly in their real income (column 3 in the 
table), An improvement is seen in Denmark, where the 
inflation rate is expected to be cut drastically, and also 
in France where the price targets seem to have been met. 

In spite of their rather gloomy outlook for unemploy- 
ment, prices and financial position, the attitudes of 
households with regs 
has improved in all countries with the exception of 
Belgium (column 4 of the table). In Denmark and France 
such an increase can be related to the improvements in 
the financial position. In the Federal Republic of Ger- 
many, Italy and the Netherlands increased purchases 
could be related to an intended reduction in the rate of 
savings (column 5}—such a relationship might be imputed 
also in the case of the United Kingdom (where this 
information is missing), 

Even in Switzerland households also expect continuous 
inflation. They feel insecure about employment but 
nevertheless have become more inclined to make major 
purchases. The uncertainty about the economic devel- 
opment is in Austria the major reason given by house- 
holds for reinforced inclination to save. Nevertheless 
this inclination goes together with increased readiness to 
make major purchases, perhaps in anticipation of an 
increase of VAT. The pattern is thus the same as for 
the Common Market countries discussed above. 


Generally speaking the survey information for house- 
holds supports the “optimistic” view that private con- 
sumption will be a positive factor in a revival, depending 
to some extent upon a fall in the recent high saving ratios. 
It does not support the hypothesis that such a develop- 
ment is or would be related to the confidence of house- 
holds in the improvement of the economic situation in the 
immediate future. Households might, on the other hand 
have in mind the possibilities of increased borrowing. 
This would in itself constitute a lowering of the savings 
ratio and would make the expenditure expectations more 
credible. Such a development would be similar to the 
upward movement in consumers’ borrowing that took 
place during the latest boom. It would, however, be 
ар ee the ее of fairly easy monetary 


relative 


ard to purchases of durable goods . 


total resources in any IME is highly unlikely in 1976 or 
even in 1977. 

The synchronization of the business cycle in the IMEs 
that characterized the latest boom has been less pro- 
nounced during the recession. The low point of industrial 
production seems to have been reached in the first half 
of 1975 by the United States. A trough appeared in the 
major European countries in the second half of 1975. 
In niost smaller countries there are not yet clear signs of 
recovery. Smaller countries still experience lagged 
effects resulting from the contraction in their large 
trading partners. In some cases these lagged effects were 
compensated by efforts to stimulate the economy by 
expansionary policies that attached higher priority to 
employment than to balance of payments. Where the 
scope for such policies has been pre-empted by deterio- 
ration in the external balance an upswing has to rely on 
a general expansion among major industrialized countries. 
The situation is much the same for the economically 
developing countries of southern Europe. 


One of the major factors that abnormally aggravated 
the recession was the decrease in investment in stock- 
building. Stock-building seems to have become exagge- 
rated because of inflation, the sharpness of the boom and 
general expectations of a relatively short-lived recession. 
The subsequent effects of falling investments in stocks 
seem to have culminated in the first half of 1975, when they 
corresponded to some 4 to 6 per cent of GNP in the 
United States, France, the United Kingdom, Italy and 
Canada. The next phase in this investment cycle will 
give significant positive contributions to final domestic 
demand in 1976. It is expected to account for 40 per 
cent of the increase of that demand in France and for 
30 per cent in the Federal Republic of Germany. The 
contribution will, however, probably culminate during 
1976 and peter out towards the end of the year. It must 
therefore be replaced by other factors to keep the recoy- 
ery in progress. 

Private fixed investment has been another major factor 
behind the decline in total production. In most countries 
private non-residentia! investment fell through 1974 and 
the first half of 1975 with a tendency to stabilization | 


thereafter. According to investment plans and other | 
information there will not be much contribution to ae 


1976 from this 
B hardly рта in ® af the pet Tw der Thi 


a ЧН 
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slowly than in 1974 (or decreased). Nevertheless it 
generally performed better than national income thanks 
to a redistribution in favour of wage-earners. Expansive 
fiscal policies contributed to an even more favourable 
development of real disposable income. An adverse 
effect on consumption was, however, exerted by in- 
creasing savings ratios in many countries. This movement 
of the savings ratio is contrary to its ‘normal’ рго- 
cyclical behaviour. It has been partly explained by the 
large increases of unemployment which have motivated 
an increase in “‘precautionary”’ savings. But to a con- 
siderable extent the increase in household savings seems 
to have been related to the high rate of inflation as the 
Savings ratio had already shown abnormal tendencies 
to increase in several countries in 1973 and 1974. Finan- 
cial assets have been eroded by negative real rates of 
interest and by sharp declines in stock market prices. 
An increase in the savings ratio has been needed to restore 
or maintain the real value of these assets (or their value 
in relation to nominal income). The strength of this 
motive is witnessed by the strong increases in liquid 
assets which actually seem to have taken place. As price 
increases continue it becomes less possible or desirable 
to “beat inflation” by accelerated purchases particularly 
of durable consumers’ goods. An indication hereof is that 
the sharp increases in household borrowing at the 
beginning of the inflationary period (1970-1973) had been 
followed by a weakening and even absolute decline in 
borrowing in 1974 and 1975." A further factor behind 
increased savings in some countries is probably rapid 
rises in prices of family houses in relation to household 
income. Under such circumstances planned purchases of 
houses may have been postponed particularly under 
periods of stringent monetary policies. 


In 1976 the real income of households should pick up 
again as the recovery gets under way. But the positive 
effects of net government transfers to households in 1976 
will, with few exceptions, be much smaller than in 1975. 
Altogether, therefore, increases in real disposable income 
in 1976 may well fall short of the increases in 1975, e.g. 
in France, the Federal Republic of Germany and the 
United Kingdom. If the savings ratio remains un- 


changed, private consumption may therefore increase_ 


less than in 1975. As a matter of fact, many national 
forecasts rely on a fall in the savings ratio to support 
rather modest increases in private consumption or even 
_ to prevent it from falling. But it is almost anyone’s guess 
in which direction the savings ratio will change in the 
near future. If it is true that the recent increases have 
been caused by growing uncertainties about unemploy- 
ment, and particularly about inflation, then these cir- 
cumstances will have to improve before the confidence 
of consumers is restored and precautionary savings 
_ reduced. The outlook for inflation is, however, presently 
rather favourable as both commodity prices and wage 
rates should increase more slowly than in recent years. 


The prospects for primary commodity prices are in large 
measure dominated by the uncertainty surrounding the 


| 92 Cf. OECD Economic Outlook, No. 18; special section on finan- 
cial behaviour of the private household sector. 


timing and pace of output recovery in the IMEs and, in 
particular, the rate at which inventories are replenished. 
Given that a fast recovery is unlikely and that the cycle 
has become de-synchronized, at least between North 
America and Europe, and given the large stocks of certain 
raw materials in exporting countries, there is no reason 
to expect a rapid rise in raw material prices in 1976. 
(This ignores the possibility of renewed speculative 
activity.) Nevertheless, agricultural raw material prices 
had already shown some recovery in the second half of 
1975, and for 1976, a year-on-year increase of 10 to 12 
per cent (in terms of dollars) appears probable. A similar 
rise might be expected on average for metals, although 
for individual commodities such as copper the rise might 
be less. 


It is important to emphasize that a recovery in raw 
material prices is highly desirable from the perspective 
of avoiding another price boom of the amplitude of that 
in 1972/73 and of achieving a more permanent reduction 
in inflation rates. One contributory factor in the recent 
boom was the failure to expand productive capacity for 
many raw materials as a result of the prolonged depression 
of prices through the 1960s. In 1975, faced with rising 
production costs and falling prices investment in raw 
materials has been very low or non-existent for many 
commodities: for some, such as copper, productive 
capacity has probably fallen with marginal mines closing 
down. If investment in raw material production fails to 
recover fairly quickly, the probability of a rapid inflation 
of commodity prices in the medium term will be con- 
siderably increased. 


Prices of primary foodstuffs have settled down after 
increases in the summer following frost damage to the 
Brazilian coffee crop and the unexpectedly poor harvest 
in the Soviet Union. It seems reasonable to expect fairly 
modest price increases in the first half of 1976. However, 
the over-all trend in food prices is heavily influenced by 
the movement in grain prices. Grains are the food 
equivalent of oil affecting the price not only of important 
items in final consumption such as bread, but also the 
prices of a large number of food items (milk, poultry, °. 
dairy products, meat, etc.) for which they are major 
inputs. The much improved harvest in the United States 
in 1975 has meant that the huge purchases by the Soviet 
Union have not had a major impact on prices. At the 
same time there has been no significant replenishment 
of stocks and world food supply remains as insecure as 
in the last two years. — 


As the effects of the October price increase work 
through, c.i.f. prices for crude oil will be higher in the 
first half of 1976. Whether or not crude oil prices are 
raised again by OPEC in mid-1976 is more a question of 
politics than of economics, although the pace of recovery 
in the industrialized countries will be a major factor 
affecting the cartel’s policy. It seems likely that the price 
of crude oil will rise again during the year by at least the 
same amount as last October. 


The development of wage-earnings in 1976 will still be 
mainly influenced by the continued weak demand for 
labour. In several countries, where wage-carnings had — 
previously risen at very high rates, these market in- 
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fluences will be reinforced by statutory measures to 
control the growth of incomes (Denmark and the United 
Kingdom for example) or by attempts to secure voluntary 
pay restraint. These measures will particularly help to 
restrain the growth of wages in the public sector which 
is usually insulated from market influences. With the 
recovery of output there should be a sharp rise in pro- 
ductivity. As productivity has actually declined in a 
number of countries in the present recession, the pro- 
bability of an exceptionally large increase in 1976 is high. 
There should therefore be a continued deceleration in the 
growth of consumer prices in 1976 in all countries of the 
region, the year-on-year change falling from around an 
average of 13 per cent in 1975 to some 9 to 10 per cent in 
1976. The fall in consumer price inflation is likely to be 
sharpest in those countries which have experienced very 
high rates until quite recently, namely Ireland, Italy and 
the United Kingdom, so that it is also likely that inter- 
country differences in inflation rates will narrow again. 
However, the prospects for a continuing fall in inflation 
rates can hardly be regarded as very secure. Apart from 


the general uncertainty regarding food prices, pressure 


for price increases will in any case come from the private 
corporate sector in an attempt to improve liquidity and 
profits, and this pressure may be greater in 1976 the more 
gradual is the pace of recovery. The lowering of break- 
even points for capacity utilization for a lot of process- 
plant may lead to rapid recovery of prices in certain 
_ metals, steel, chemicals, etc. At a later stage in the cycle 
there is bound to be considerable pressure to restore real 
income growth and, where incomes policies have upset 
them, to restore occupational wage differentials. 


The expected upturn in economic activity this year 
should lead to some recovery in world trade. But the 
present expectation is for a rather modest recovery in the 
volume of international trade, with a year-on-year in- 
crease for 1976 of around 5 per cent. The principal 
restraining influence is likely to be the continued high 
degree of spare industrial capacity in most countries. 


The oil-exporting countries will undoubtedly remain the 
fastest growing market for west European exports. But 
some slow-down from the extraordinary expansion of the 


‘past two years seems likely, on account of the reduced 


== external surpluses of a number of the major oil exporters 
_ (some of which have even moved into current deficit). 
_ Also, bottlenecks in transportation and in project plan- 
ng and pAcoUtion: have appeared. Given the severe, and 


clopin. geen ries, western Europe’s exports to this 
yell < to fall. The 


substantial delet | 


respect, the present situation is similar to the recovery 
from the 1958 recession. The vigorous upturn that began 
in the United States towards the end of 1958, some six to 
nine months before the recovery got under way in Europe, 
was accompanied by a rapid growth in the westward 
trade flow. Between the first nine months of 1958 and 
1959 west European exports to North America increased 
by almost one-third, more than offsetting a sharp fall in 
exports to the primary producing areas. The rise in west 
European countries’ exports to North America in 1959 
was equivalent to about 10 per cent of the increase in their 
ageregate GNP. Much of this trade expansion was 
accounted for by exports of passenger cars. A repeat 
performance in 1976 would seem improbable, but a 
sustained upturn in the United States would have a 
considerable influence on developments in western 
Europe, both through the direct impact on trade and 
through the effect on confidence. 


The prospects seem to be for not much change in 
western Europe’s trade balance with the rest of the world 
this year, though the deficit could well increase slightly. 
This is dependent, however, on only a fairly small in- 
crease in primary commodity prices, including oil. Shifts 
in trade balances within western Europe should also be 
comparatively small in 1976, and are likely to be deter- 
mined mainly by differences in cyclical phasing. On this 
basis, the Federal Republic of Germany’s surplus should 
be further reduced and France’s small 1975 deficit might 
increase somewhat. The United Kingdom, which should 
begin to derive some benefit to the trade balance from 
North Sea oil in 1976, should see a decline in its current 
deficit. Changes in the current balances of the smaller 
west European countries are not foreseen to be particu- 


larly large, except probably for Denmark (where the deficit — 
could widen considerably following a relatively rapid — 


upturn in domestic demand) and Finland (where the 
deficit should fall). But for Finland, as well as for several 


of the other smaller countries, the current deficits are | 
likely to remain considerable despite the depressed level 


of domestic demand. 


(iii) Economic policies 


‘The latest OECD (December) Outlook puts the total 


increase of GNP in 1976 for OECD Europe at 2 per cent. 


_ export performances and econo 
of 1976 there В 


first two months of 


A summing up of forecasts of individual countries gives — 

a higher figure for 1976 than the OECD forecast. for rea- 

sons that might be related to optimism about indi $ 
mic policy effects. _ 
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for a considerable prolongation of the presently very 
severe unemployment. In view of these risks a target 
growth of 3 per cent for 1976 may turn out to have been 
on the low side. 


The main strategy that seems to be presently pursued 
by most countries is to hold back the growth of public 
sector expenditure and encourage investments in industry 
in order to widen the export capacity and improve inter- 
national competitiveness. This would create opportunities 
Гог an “export-led”’ expansion that does not endanger the 
current balance. The success of such a strategy depends on 
several factors. One is the confidence of enterprises in the 
future economic development and thereby their willing- 
ness to invest. As indicated before, confidence has im- 
proved somewhat but hardly to such an extent that it is 
reflected in investment plans. Even if the investment 
incentives were present their implementation would still 
depend on the conditions of investment financing, e.g. 
on the scope for self-financing and the stance of monetary 
policy. An upsurge in exports would eventually have to 
depend on the expansion of other demand factors. Each 
individual country might nurture hopes for an export 
success based on an increase in total trade as well as in a 
gain of market shares. But for the IMEs as a whole, 
exports cannot be generated autonomously except by 
demand coming from outside the area. This demand is, 
as indicated above, expected to stay rather weak in 1976. 


Since the advance of private fixed investment and 
private consumption is uncertain and the expansive effects 
of investment in inventories will be sustained for a limited 
period only, economic policies still seem to have an im- 
portant role to play for a general recovery. There is a 
fine balance to strike between, on the one hand, the 
desire of an individual country to give sufficient scope for 
investments and exports, and on the other hand its proper 
contribution to a global demand that will enable the export 
expectations of other countries to be achieved. Because 
of the added dimension of inflation economic policies 
have become more than ever before a matter of “Впе 
tuning”, the difficulties of which have been amply dem- 
onstrated in the present recession. 


Generally speaking, the fiscal policy of many countries 
aims at gradually improving the budget balance in order 
to reduce public sector claims on real resources and 
facilitating monetary management, which can become 
gradually more difficult in the face of a rapidly growing 
_ public sector debt. These policies are reflected in a slowing 
down over 1976 in many countries of the direct contribu- 
tions of public expenditures to real GNP. Notable 
_ exceptions are Norway, which is bent on maintaining a 
_ high rate of growth and Switzerland where the recession 
_ presently seems to be entrenched. France also seems to 
_ pursue an expansive public expenditure policy coupled, 
however, with a considerable retraction with regard to 


—T 


transfer payments to households. 

The caution displayed in fiscal policy planning is ob- 
viously motivated by the risks of a repetition of the 
previous boom, particularly since inflation has by no 
means been subdued. It appears, nevertheless, a calcu- 
lated risk in view of the still very sluggish performance of 
the private sector. Countries with strong balance-of- 
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payments positions and relatively slow inflation might 
have opted for a faster growth. Countries with a rela- 
tively high rate of inflation and sensitive balance-of- 
payments positions have, on the other hand, hardly any 
option but a restrictive policy stance. There will, however, 
be few obstacles to growth in 1976 owing to physical 
bottlenecks, except perhaps in some raw material sectors. 
Capacity utilization will most probably not be higher than 
in 1975 in the industrialized market economies as a whole. 
On present trends the 1975 figures will be surpassed in 
1977 in only a few countries. 


A gradual retreat of the public sector combined with a 
nursing of the recovery can be achieved through exer- 
cising care with regard to public real expenditures, while 
giving further cautious support to private expenditures. 
This is a flexible strategy chosen by several countries 
which might be pursued somewhat further. Experience 
shows that public expenditures are very difficult to change 
in the short run. Thus their expansion at a late stage of 
the downswing tends to have effects at the peak of the 
boom. Transfers to the private sector can, on the other 
hand, be reversed or suppressed relatively fast. They can 
be made to apply for limited periods only. Many devices 
have actually been tried and some seem to have been 
rather successful such as, for example, additions to old-age 
pensions and children’s allowance, temporary lowering 
of direct taxes and of VAT, temporary employment 
subsidies, education and training schemes, support for 
restructuring of industry. There seems to be a case for 
such selective schemes which support employment and 
increase the financial capability of households at a time 
when increases in money wages are being generally held 
back for cost considerations and inflation is still eroding 
purchasing power. Temporary support to investments in 
inventories could, furthermore, prolong the positive con- 
tribution of this demand factor. But well timed public 
expenditures could also be justified, for example, in 
depressed construction areas at the level of central govern- 
ment as well as of local authorities. 


For monetary policy there is a dilemma similar to that 
of fiscal policy. Presently monetary conditions have been 
easing in western Europe in order to facilitate the finan- 
cing of private sector real investments. In North America 
monetary policy has until recently been more restrictive, 
reflecting earlier signs of recovery and a relatively deter- 
mined attitude against inflation. Central Banks are 
anxious not to repeat the development in the latest boom 
when easy monetary conditions permitted a liquidization 
which later impinged the effectiveness of monetary policy. 
The development of the money supply is therefore, parti- 
cularly in the large countries, tightly supervised. This 
could, in the slightly longer run, give rise to increasing 
interest rates and—in view of the still large public bor- 
rowing requirements—to a “crowding out’’ of private 
borrowing. It might, furthermore, narrow the scope for 
consumer borrowing which, as indicated above, otherwise 
might become an important factor in the revival of private 
consumption. Monetary policy therefore is also balanced 
on a fine edge between considerations for presently sup- 
porting a gradual recovery and not giving rise to a demand 
explosion in a little more distant future. Since capital 
movements are volatile any steps towards higher interest 
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rates by some major countries may well rapidly spread to 
other countries which have to protect their exchange 
reserves and want to prevent devaluation. The outlook 
is anyway for a relatively early return to restrictive 
monetary policies compared with corresponding phases 
of the previous upturns. 


Given some further policy support to demand, a mod- 
estly optimistic scenario for the near future would then 
be a further revival of the confidence of households which 
would give private consumption a leading role in the 
recovery. Incentives would thereby be given to private 
investments which, once under way, might actually 
accelerate rather fast. Unused capacity in the traditional 
sense would still be comparatively large. But changes in 
relative prices, the appearance of new trade patterns and 
the long duration of the recession have probably left an 
unusually large legacy of obsolete investment structures. 
Scrapping of this obsolete capital might therefore become 
relatively far-reaching and the need for new investments 
correspondingly larger. This would be the stage when 
public sector finance would have to be brought under 
firm control and private consumption would have to be 
restrained. 


There are obvious uncertainties in such a scenario, . 


related to the strength and timing of the various demand 
factors which are assumed to display a neat, sequential 
behaviour according to a traditional cyclical pattern. 


Any hiatus between the successive thrusts of inventory 


investments, private consumption and private investment 
could, however, initiate the beginning of a downswing 
into the second phase of a ‘““W-shaped”’ cycle. 


In this context the relative behaviour of prices, pro- 
ductivity, money wages and other costs assume particular 
importance. These variables have changed erratically in 
the boom as well as in the ensuing recession. Therefore 
real wages, profits and cash flow of enterprises have 
changed in largely unpredictable ways. Not only have 
these changes been unpredictable but also the reactions of 
households and enterprises to the changes have been 
unpredictable since the ranges of variation in the relation- 
ships involved are largely outside the field of any recent 
experience. The same uncertainties will surround the 
present phase when prices as well as money wages deceler- 
ate from their previous record rates of increase. There is 
по recent experience of such a constellation of factors 
either. The only parallel occurred at the beginning of the 
1920s when prices and wages tumbled down together. 
Then, of course, there were large absolute decreases in 
these variables, whereas now the more likely development 
is an abatement of the rate of increase. It might never- 
theless be worthwhile to remember from that disastrous 
experience the important role that deflationary monetary 
policy played and the potency of expectations that are 
generated in deflations as well as in inflations. 


In most countries, money wage rates as well as real 
wage earnings have recently tended to slow down. But 
the rate of increase of consumer prices is decelerating 
and eventually there might be significant advances in 
real wages. As in the case of enterprises, there also 
exists an obsolete structure of consumer capital as replace- 
ments have been more than usually delayed. This would 


make a pick-up in demand seem probable. Profits, on 
the other hand, should also improve as input prices level 
off, the wage inflation abates, producer prices still increase 
to some extent and productivity improves. These develop- 
ments correspond to the ‘‘optimistic’”’ scenario where there 
are incentives for private consumption as well as for 
private investment. Financially such a development 
would be sustained by falling savings ratios for house- 
holds and increased profits and cash-flows for enterprises. 


Nevertheless, it does not take much imagination to 
paint a “‘pessimistic’’ scenario based on the uncertainties 
about the reactions to a slowing down of the economic 
development in money terms. The surveys of households 
and businesses indicate presently a revival of confidence 
which, however, can hardly have taken fully into account 
the longer run perspective of wage and price develop- 
ments. Relatively slow increases in money wage rates even 
when combined with dropping rates of consumer prices 
might preserve a climate of cautious attitudes with 
regard to spending. Inflation might be expected to abate 
further and prices of at least some goods actually to fall. 
One would then get a tendency towards delayed spending. 
i.e. a tendency opposite to the one prevailing in the early 
phase of accelerating prices. Household income may, 
furthermore, still be viewed as too low in relation to the 
purchases of such expensive capital goods as automobiles 
and houses. House prices have increased very rapidly, 
with speculative gains—realized or expected—embedded 
in the price. Therefore these prices cannot be expected 
to come down very fast even in a slack market. Auto- 
mobile prices have also gone up as have operating costs 
(petrol, insurance, maintenance). This development has 
shifted preference towards smaller cars and may also be 
a general deterrent to expenditure decisions. A continu- 
ation of weak consumer demand might thus be possible 
in view of the trends in prices and wages as was outlined 
above. Such a development would be one element in a 
“‘pessimistic”’ scenario. 


Another element in a “pessimistic’’ scenario would be 
unfavourable reactions of enterprises to the very same 
constellation of abating inflation and catching up of 
wages. Such a constellation would at some time tend to 
put a renewed squeeze on profits, which were severely 
hit from the beginning of the recession and are barely 
recovering now. At the same time cash flows would be 
squeezed by more restrictive budget policies and by the 
emerging need for replacement of inventories. Even more 
important might be the way in which price expectations 
would be affected by the dampening of inflation. Inflation 


expectations of its continuation. An abrupt break in this 


trend would make potential investments suddenly seem 


less profitable or at least their profitability more uncertain. 
Ever since the 1960s the return on owner’s capital has 
been supported by negative or low real rates of interest 
on borrowed capital. This effect would diminish or dis- 
appear if money rates of interest do not come down from 
present levels together with prices. 


It thus seems as if monetary as well as fiscal policy 
might still have an important role to play in sustaining a 
recovery. Usually monetary policy is relatively impotent 


in the first half of the 1970s has probably generated | 
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n this phase of a cycle but, as indicated, the constellation 
№ factors is rather unusual. If interest rates come down 
ogether with inflation the investment incentives would 
10t be affected. Favourable conditions for consumer 
yorrowing could support private consumption. Monetary 
yolicies can, furthermore, be rapidly reversed when a 
elf-sustained recovery would seem to be firmly under way. 
senerally speaking more attention should perhaps be 
ziven at this stage of the cycle to the management of 
nterest rates than to the control of the money supply— 
argets with regard to these two variables are not always 
азу to reconcile. There is a risk that inflation rates may 
10t come down as fast as deemed desirable. It is actually 
10t excluded that there will be some renewed increase in 
nflation rates in 1976, related, for example, to increasing 
004 or oil prices. This could provoke an “‘over-kill” of 
estrictive monetary policy that would end a nascent 
есоуегу. Even in an otherwise “‘optimistic” scenario an 
umbitious inflation target might not be consistent with 
lecreased unemployment. 


In 1972 many countries underestimated the effects of 
heir expansionary policies. Again in 1974 they under- 
*stimated the effects of their restrictive policies. In both 
азез опе Common reason may have been the synchro- 
1ization of the business cycle. A warning should perhaps 
xe sounded this time that not too much should be 
nferred from recent experience. Conditions may not 
ye the same any more. Rather more of a selective and 
0-ordinated policy effort may be required to move 
Tom an unusually severe slump into a recovery that 
о far has been unusually patchy and sluggish. 


It seems to be a generally accepted prospect that the 
surrently record unemployment rates will come down 
very little if at all during 1976. But just as it has been 
паг to guess in advance what the reactions would be to 
1igh and sustained inflation rates, there might also be 
mexpected reactions to sustained high rates of unemploy- 
ment. These reactions would also concern national 
dolicies. There might, for instance, be increased risks of 
trade restrictions. Such restrictions have in the past been 
ipplied mainly because of a need for balance-of-payments 
idjustments. But presently pleas for protection are 
-oming from branches which have high and hard core 
inemployment and are weakened by cyclical as well as 
structural factors. ; 


Presently the probability of a sustained recovery seems 
be better than that of a W-recession. The risks related 
о the latter scenario seem, on the other hand, to be partic- 
Цайу severe—social misery and unrest as well as loss of 
sroduction and production potentialities. Added weight 
о the case for a cautious but continued expansionary 
solicy in the near future is given by the situation of a 
najority of the developing countries. 


(iv) The recessionary impact 
on developing countries 
| . 
_ п industrialized market economies (IMEs) the present 
ession has gone beyond any “normal” behaviour both 
‘ith regard to its depth and duration and to the intensity 


of the accompanying inflation. These very factors have 
in turn dramatically worsened the outlooks for the oil- 
importing developing countries (OIDs), particularly 
those which belong to the group most seriously affected. 


Even in a “normal” recession the commodity-exporting 
developing countries tend to be most severely affected by 
faltering demand in the IMEs. The demand for commo- 
dities weakens faster than for most other goods. The 
import demand for food and manufacturing goods in 
these countries is, on the other hand, rather inelastic. This 
tendency will, of course, be accentuated if the slump is 
prolonged. 


Inflation has to some extent also been generated by 
non-oil developing countries. But in a sustained global 
inflation commodity exporting countries tend to be on 
the losing side also with regard to terms of trade. In the 
IMEs the increasing costs of commodities are incorpo- 
rated in the price structure and thereby give rise to a price- 
wage-price spiral. There are thus added inflationary 
elements in the prices which the developing countries 
have to pay for their imports of manufactured goods. 
In the OIDs the feed-back effect on export prices is weaker 
or non-existent. In the long run, therefore, their terms 
of trade tend to deteriorate, particularly if the inflation 
goes together with falling demand for their products. 


Already in 1974 the terms of trade worsened for a 
majority of the OIDs. In 1975 there was a worsening for 
almost all of them. Average export values of manufac- 
tured goods increased by some 15 per cent whilst non- 
oil commodities decreased by some 10 per cent. Besides 
fuel prices, only mineral prices were on average higher 
than in 1974. The last developed countries have been most 
seriously affected. For most of them the terms of trade 
in the next two years will probably remain worse than in 
1974. 


Since the export volumes of the OIDs have been falling 
more than imports, their balance-of-payments situation 
has deteriorated rapidly. This imbalance is obviously not 
caused by excessive spending and is not self-correcting. 
The needs for adaptation to the changes in energy prices 
will remain. The related trade deficits will also remain 
and require external financing. 


In 1975 the current account surplus of the OPEC 
countries decreased considerably. The counterpart was, 
however, an even larger improvement for the IMEs and 
thus also a further worsening of the position of the OIDs. 
No significant change in the current balance of these 
regions is envisaged for 1976. In the longer run, oil 
revenues from OPEC countries might diminish in relative 
importance as new energy sources come into use and 
production and consumption structures are adapted to 
the higher relative energy prices. The oil-exporting 
countries’ surplus might nevertheless be sustained, at 
least for some countries, where investments in other 
production lines will eventually give rise to exports, also 
to other developing countries. 


The rapid improvements in the current accounts of 
several IMEs is an indication of the adaptability of their 
export structures to increasing demand from the OPEC 
countries. It is also an indication of the response of their — 
imports—particularly of oil imports—to depressed do- 
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mestic demand. OIDs, on the other hand, cannot adapt 
their production and export structures in the short run, 
but require a restructuring of production supported by 
new investments. Their import capacities are, further- 
more, reduced not only because of more expensive 
imports but also by the very fall in economic activity 
which has contributed to the improvement in the current 
balance of IMEs. 

It is true that growth was surprisingly well maintained 
in the OIDs during 1974 as well as in 1975, or by about 
5 per cent each year. In 1974 their import capacity de- 
creased but the import volume nevertheless increased 
thanks to a large increase in capital inflows. In 1975, 
import capacity declined considerably. Imports also 
declined, although to a smaller extent, and in spite of a 
further increase in capital flows. The maintained rate 
of growth to a large extent, however, reflects improved 
crop conditions (in India and Pakistan) and a running 
down of inventories. In 1975, exports should increase 
somewhat and the terms of trade should not deteriorate 
further. But part of any improvement will be offset by 
increased outlays for the servicing of the accumulated 
debt. Imports may have to decline again. Some countries 
would find it difficult to pay even for their indispensable 
imports of food and input materials. In many countries 
the imports of capital and thereby future growth would be 
affected. 


To the extent that the growing deficits of OIDs cannot 
be financed externally, they have no option but deflation. 
But the OEDs are also in a worse position with regard 
to external financing than are the industrialized countries. 
The external financing of the OIDs has come from a 
variety of sources: from DAC and OPEC countries, 
from the World Bank, from IMF drawings, from private 
credits and from exchange reserves. The financing require- 
ment as well as the financing pattern is not expected to 
change very much in 1976. But meanwhile the debt and 
amortization burden of the OIDs is accumulating, and 
their credit worthiness falling. The ratio of debt service 
to exports increased considerably in 1975 and will 
probably increase even more in 1976. In such circum- 


stances private investments, Euro-borrowing and trad 
credits will gradually be more difficult to obtain. Officia 
grants and loans are needed to bridge the financing ga] 
but can only be part of the solution. The other part i 
the revival of demand in industrialized market economies 


In the post-war period attention has been focused ол 
the problem of the “balance-of-payments adjustmen 
process” and the usefulness of a code of behaviour fo 
correcting imbalances. Discussions and consultation 
have, however, mainly taken place among IMEs. Thi 
problem of the OIDs should be systematically considerec 
in this context also. Their imbalances are fundamenta 
and require structural adjustments to new trade patterns 
Presently aid and loans-go some way to cover the losse 
inflicted on the import capacities by changes in the term 
of trade and export volumes. Financial aid and suppor 
can go further and also provide investment financing 
But a recovery of external demand is needed to provid 
investment incentives and to orientate investments anc 
promote exports in the right direction. From this poin 
of view the prospects of world demand are not ver} 
satisfactory. World trade will not revert to earlier growtl 
trends until the IMEs are considerably closer to ful 
capacity utilization than is envisaged for the next one о: 
two years. It is true that the developing countries woul 
have at least as much to gain from a slowing down o 
inflation as the industrialized countries. It is therefor 
also in their interest that expansionary policies ar 
pursued with caution. A recovery in raw material price 
that would accompany a revival in IMEs would never 
theless improve their terms of trade. It would at the sam 
time provide incentives to a widening of capacities it 
these production areas, which would be a deterrent t 
accelerating inflation. On balance, therefore, the adjust 
ment requirements of the developing countries seem t¢ 
provide additional weight to the arguments for growtl 
ambitions more akin to those prevailing in the nineteen 
sixties. In various ways the world economy has certainh 
changed since then. But it is hard to believe that th 
fundamental factors of growth have changed much o 
that all changes have been for the worse. | 


3. SOUTHERN EUROPE 


The economic performance of south European countries 
in 1975 was uneven. In Greece there was a moderate 
expansion after a year of stagnation in output, the up- 
turn gaining strength throughout the year. In Portugal the 
deceleration in output, which began in late 1973, continued 
in 1975 when total output declined; so far there have 
been no clear signs of recovery. In Spain output expansion 
was negligible in 1975 but some signs of recovery are 
now apparent. In Turkey economic expansion continued 
at a high rate but with growing external disequilibrium. 
Finally in Yugoslavia there has been a policy-motivated 
deceleration of growth which fell well below its medium- 
term growth rate. 


Inflationary pressures, in general, decreased (except in 
Yugoslavia). Except in Turkey and Portugal, the current 
balance-of-payments deficit of these countries did not 
worsen further in 1975, but, on the contrary, stabilized 
or improved marginally. The slack labour markets of 
industrial western Europe have meant in general a very 
rapid increase in unemployment in southern Europe and 
this might continue for some time even if economic 
recovery gains momentum throughout 1976. At the out- 
set of 1976 the prospects for a resumption of economic 
expansion near to their respective potential growth rates 
appear to be good in Greece and, to a lesser extent, in 
Spain. 

In Turkey and Yugoslavia it seems likely that the mea- 
sures to correct their respective external and internal 
imbalances will imply a slow-down in their rates of ex- 
pansion in 1976. Finally, in Protugal, prospects for 1976 
depend mostly on non-economic factors which are 
difficult to assess. Even if circumstances improve and 
economic expansion resumes rapidly, the peak output 
level of 1974 will not be surpassed for some time. 


(i) Output, demand and prices 


In Greece, there was a revival of growth and significant 
progress towards the restoration of internal and external 
equilibrium in 1975. The rate of growth of Gross Domes- 
tic Product in real terms, is estimated at 3.3 per cent in 
_ 1975 compared with a decline of 1 per cent in 1974 (table 
3.1). Consumer prices rose at a much lower rate than in 
_ 1974 and the current account deficit was reduced. 


The growth of output stemmed mainly from the indus- 


The revival of growth in the industrial sector, reflected 
mainly the performance of manufacturing and construc- 
tion, which staged a recovery in the wake of the cautiously 
expansionary credit policy pursued in 1975. Manufac- 
turing output grew by 2.9 per cent in the first nine months 
of 1975 compared with a decline of | per cent in the 
corresponding period of 1974. This was mainly due to 
the performance of textiles and tobacco processing— 
which have a particularly large weight in total manufac- 
turing output—and, to a lesser extent, other consumers’ 
goods. This pattern was partly associated with a higher 
rate of growth of domestic consumption and partly the 
relatively fast—albeit lower than in 1974—rate of in- 
crease of exports. 


The revival of growth in manufacturing was mainly 
accounted for by an improvement of productivity. 
Employment rose at a slower rate in the first three 
quarters of 1975 compared with the corresponding period 
of 1974. Hourly earnings of workers in manufacturing 
increased by 20 per cent in the first half of 1975 compared 
with 28 per cent in the first six months of 1973. 


The growth of services in 1975 was higher than in 1974. 
Data for the first seven months of the year point to a 
year-on-year increase of 15.8 per cent in tourist arrivals 
compared with a decline of 19.5 per cent for the same 
period in 1974. 


Both the government and private sectors benefited 
from the reflationary credit policy pursued in 1975. The 
rate of growth of credit extended to the private sector 
increased in the first nine months of 1975, compared with 
the corresponding period of 1974. This was more than 
accounted for by credit extended to manufacturing, trade 
and housing. 


The reflationary measures taken in the second half of 
1974 and early 1975 led to a higher rate of growth of 
real consumption, both private and government. The 
volume of private consumption increased by 3.9 per cent 
in 1975 compared with 1.5 per cent in 1974. This was 
refiected in the higher rate of growth of imports of 
manufactured consumers’ goods in the first eight months 
of 1975, compared with the same period of 1974. Gross 
fixed capital formation, which declined in 1974 by 26.6 
per cent, stagnated in 1975, according to the latest 
official estimates now available. 


The stagnation of gross fixed capital formation in 1975 


is the net result of an increase of private investment 
(excluding ships) and a decline of government investment. 
Private investment rose in 1975 by 4.3 per cent, following 
a decline of 29.3 per cent in 1974; the rise was partly due 
to the revival of construction activity. Industrial invest- 


trial sector and services. Agricultural output rose by 1 

_ per cent following an exceptionnally high rate of growth 

_ (12.5 per cent) in 1974. The development of ail major 
components of domestic demand contributed to its 
revival in 1975, following the decline in 1974. 
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ment growth (including foreign direct investment) was 
reflected in a higher rate of growth of imports of capital 
goods in the first eight months of 1975. The volume of 
government investment declined by 19.2 per cent in 1974, 
and by 10.6 per cent in 1975. However, actual data 
relating to the government budget, in the first nine months 
of 1975, point to a higher rate of growth of current 
government expenditure and a revival of government 
investment. 

The average increase of consumer prices declined from 
26.9 per cent in 1974 to 13.7 per cent in 1975. This was 
mainly accounted for by a sharp fall in the rate of price 
increase of foodstuffs, which was related partly to the 
large increase in agricultural output in 1974 and partly to 
a decrease in the wholesale prices of imported agricultural 
and livestock products. 

The decline of output in western Europe, in the first 
half of 1975, especially in the Federal Republic of 
Germany, led to an increase of Greek emigrants returning 
to Greece. The number of registered unemployed rose 
faster in the first nine months of 1975 over the corre- 
sponding period of 1974, despite the revival of output 
growth. However, because of the large reserve of man- 
power in the agricultural sector, this statistic is of limited 
significance. 


After increasing by only 2 per cent in 1974, GDP in 
Portugal is expected to have contracted in 1975 by nearly 
3 per cent * (table 3.1). This decline in output is wholly 
accounted for by the manufacturing and construction 
sectors. Services stagnated while agricultural output 
increased by 2 per cent. The cyclical downswing was 
aggravated, in a context of world recession, by the open 
character of the Portuguese economy in which foreign 
demand plays a considerable role. Moreover, uncer- 
tainties as to the extent of the institutional changes have 
also contributed to the very sharp decline of capital 
formation. Large increases in current and capital public 
sector expenditure and consumer spending have provided 
the main supports of total demand. 


The expansion of agricultural output was mostly due 
to the good cereal harvest with particularly large increases 
in the production of wheat (up 27 per cent on 1974) and 
barley and oats (both 29 per cent up), offsetting declines 
in wine (down nearly 35 per cent) and rice (down 5 per 
cent) output. The fish catch, which is relatively impor- 
tant in Portugal, seems to have recovered slightly from 
the low level of 1974. 


In the absence of an index of industrial production it 
is difficult to give a clear picture of the evolution of 
industrial output. According to official estimates, manu- 
facturing production (including mining) may have 
declined in 1975 by some 5 per cent. The contraction 
appears to have affected practically every manufacturing 
branch, but particularly those sectors producing capital 
goods, building materials and intermediate products 
(machinery, transport material, basic metals, non- 


3 This estimate shows a much smaller decline in output than 
previous ones. Thus, for instance, the “Working paper for the 
elaboration of an emergency economic programme” (of 10 November 
1975) mentions a decline of GNP (at market prices) of 10 to 15 
per cent in 1975. 


metal minerals) and to a lesser extent, branches catering 
for non-durable consumers’ goods (food, drink and tobac- 
co, shoes and clothing). However, the most recent indi- 
cators suggest that the downward phase of the cycle is 
coming to anend. Thus, according to the latest industrial 
enquiry, carried out by the National Institute of Statis- 
tics in September 1975, the over-all level of demand 
has remained unchanged from the low level of March 
1975 as a result of a mild recovery in consumers’ goods ой- 
setting further declines in the intermediate and capital 
goods industries. The degree of capacity utilization has 
nevertheless continued to decline from a peak of 86 per 
cent in March 1974 to a minimum of 76 per cent in 
September 1975. The most recent indicators of industrial 
activity—referring to October 1975—show а further 
decline in the activity levels of capital goods industries 
which is not fully compensated by a mild recovery in the 
industrial consumers’ goods branches.” 


After increasing by over 7 per cent in 1974, the output 
of the civil construction sector is expected to have de- 
clined in 1975 by over 12 per cent. Following closcly the 
downward trend of capital formation, the situation in 
this sector deteriorated very rapidly, particularly in the 
south and in the greater Lisbon area. In October 1975, 
63 per cent of the enterprises surveyed reported low 
production levels and considerable margins of unuti- 
lized capacity. 


Output originating in public utilities also declined in 
1975; the latest consumption figures for October and 
November 1975 (during which electricity consumption 
was lower than in the same months of 1974) confirm the 
official estimates.** 


According to preliminary estimates output of the 
services sectors stagnated during 1975. Output declined 
in the transport and trade subsectors (there was some 
recovery in trade in the third quarter). Catering activities 
have suffered from low tourist demand, and rental in- 
comes from administrative price controls. Thus for the 
service sector as a whole, output would have fallen but 
for a large expansion of public administration and per- 
haps, and to a much lesser extent, of financial services. 


Although no quantitative estimates of GNP are 
available showing the evolution of broad sectors of de- 
mand in 1975 the changes were obviously important. It 
is clear in the first place that whatever the decline of 
GDP, gross national expenditure has declined consider- 
ably less owing to the deterioration of the current account 
balance (including factor income from abroad). It is 
also clear that capital formation declined sharply in 1975, 
particularly productive investment.®” | 

3 

** This enquiry covers some 4.5 thousand enterprises mostly of 
medium and large size. | 

95 C.E.P., Conjunta econdmica; No. 21, November/December 1975. 


% The decline is particularly important when account is taken of 
the entry into operation of a new important consumer since June 
1975, namely the ‘‘Eurominas” enterprise. 


®? Requests for authorization of new plant in manufacturing fel 
froma peak of over 10 billion escudos in the last quarter of 1973 te 
about 0.5 billion in the third quarter of 1975. According to a recent 
estimation (Portugal’s submission to the 31st ECE session) th 
decline in fixed investment was nearly 39 per cent. 
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TABLE 3.1 


Annual changes in output and prices, by sector, in selected south European countries 


(Percentage trend rate of growth and percentage change over preceding year) 


а es ы 


Trend rate 


ан Trend rate 
1960-1970 1973 1974 1975 196) 1870 1973 1974 1975 
a : : Greece Portugal 
-hanges in output, at constant prices 
Miattactoncost.on о ой 7.2 7.0 —1.0 3.3 6.2 11.8 9) —2.7 
of which: 
ОСЬ Manoa аль жи 2.9 —4.3 ES 1.0 1.3 6.3 1.0 2.0 
Industry ое я 10.4 14.3 —2.3 4.2 9.0 14.5 2.2 —4.9 
Construction Pikes А ИЖ 9.4 2:5 —31.9 4.8 8.1 14.5 7.4 —12.2 
СОЯ А д 7.4 8.3 1.6 815 5.9 10.1 1.6 — 
Price changes 
SDP deflator хот aE 2.8 19.4 24.4 3.1 9.4 24.2 15.2 
Wholesale prices . 23.4 36.7 6.8 11.2 28.3 13.74 
MEISE: PLICES sche р SS, eR 155 26.9 13.7 12.9 25.1 20.35 
of which: 
о 21.4 27.6 12.1 9.2 32.6 23.66 
Spain Turkey 
Changes in output, at constant prices 
А ТАС COS wise ies аа 7.3 8.8 4.9 0.8 6.0 3.9 8.8 8.2 
of which: 
VTE TEU TTT RP енко Sa eee О 725 4.1 1.6 1.5 2.4 —10.5 10.7 8.5 
Sa DST о еси ЗЕ 9.4 10.8 ыт —2.3 10.1 12.8 9.1 7.6 
О о. > 10.2 8.5 4.9 —1.6 7.4 9.9 И Я 
о к оон 1S) 8.6 5.2. 3.0 7.1 8.0 7.8 8.4 
Price changes 
О Аа 6.2 10.8 14.8 16.1 5.3 24.3 29.7 Wei 
Ме рее Е сие... 9.6 18.0 12.6 20.5 29.9 11.0 
ПЕ ЕЕ ен 11.5 15:7 17.0 16.6 18.6 20.34 
of which: 
КЕ 2 PROS RR Сс Se ge ae eM 12.8 14.2 17:1 20.0 19.1 30.54 


Sources: Greece—National Accounts of Greece, 1948-1970; Statistical Yearbook of Greece, 1973: Bank of Greece, Monthly Statistical Bulletin. Portugal—Anuario 
*statistico; Nacional Accounts of OECD Countries; Boletim mensal de estatistica; National Institute of Statistics and Technical Secretariat for Planning; Indicadores de 


actividade econémica; Conjuntura econdmica. 


Spain—Contabilidad Nacional de Езрайа; Ministerio de Hacienda, El ргезириез у la economia espafiola 1976; Banco de 


Езрайа, Boletin estadistico. Portugal and Spain—official submission to 31st session of ECE. Turkey--T.C. Resmi Gazete, 31 January 1976; State Institute of Sta- 
‘istics, Aylik Fiyat Indeksleri Biilreni, Aylik Istatistik Biilteni; Bank of Turkey, Review of Economic Conditions 1975-1976. 


For all four countries, supplemented by ECE secretariat estimates and ECE Indicators. 


а Partly derived by linking with parallel series on another basis. 


> Change of base year. 


There has been a shift from private to public sector 
sonsumption and investment. Detailed budget results 
for 1975 are not yet available but the budget deficit is 
>xpected to reach over 32 billion escudos (nearly double 
he original forecast) or roughly 9 per cent of GDP. 
Much of it (28 billion escudos) is accounted for by sub- 
sidies to restrain price increases and/or to cover the losses 
of enterprises under partial or total State control.® 


98 Statement by Finance Minister. 


* 


^ 


AR et oper, 


In summary, the evolution of internal demand factors 
—ranked from the more expansive to the more contractive 
—appear to have been as follows: (i) public consumption 
and investment, which probably expanded considerably 
in real terms; (ii) private consumption (which probably 
declined marginally in volume;) (iii) exports of goods and 
services which probably declined in real terms; and (iv) 
private investment which decreased severely. 


In the presence of comprehensive price controls and 
pent-up inflationary pressures, it is difficult to assess the 
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evolution of inflationary trends in Portugal. The implicit 
deflator of GDP for 1975 shows an increase in the general 
price level of 15 per cent against 24 per cent in 1974. 
The consumer price index for Lisbon in 1975 was over 
20 per cent above that for 1974. Price increases have 
tended to become smaller during the year: thus the year- 
on-year quarterly increase, which was 28 per cent in the 
first quarter of 1975, fell to 23 per cent in the second 
quarter, to 17 per cent in the third and to 14.5 per cent 
in the last quarter. 


Food prices have increased more rapidly than the 
average (by more than three percentage points) particular- 
ly during the first half of 1975. A further acceleration of 
food prices (not yet reflected in the indicators available) 
occurred at the turn of the year following comprehensive 
liberalization of food prices.” 


The increase in labour incomes seems to have slowed 
down considerably in 1975 and has tended to fall behind 
price increases. The index of wages in industry and trans- 
port during the third quarter of 1975 was 10.6 per cent 
above that for the same period of 1974. The same index 
for Porto shows ап increase of 22.3 per cent and rural 
salaries (men) in October 1975 were 13.9 per cent up on 
October 1974. 


Unemployment appears to have continued to increase 
throughout the year. Registrations in the national 
employment service cover only a fraction of real unem- 
ployment but they are indicative of real trends. The total 
number of people seeking other employment (which 
therefore covers both employed and unemployed) '°° was 
under 40 thousand in early 1974 and reached 141 thousand 
at the end of September 1975, when vacancies were less 
than 2.5 thousand. Thus there were less than two va- 
cancies for every 100 people seeking work. In September 
the total number of unemployed was estimated at 300 
thousand and it was forecast that at the end of 1975 
total unemployment would reach 360 thousand, which is 
roughly 10 per cent of the active population. The branches 
with relatively higher unemployment rates in 1975 were 
civil construction, metal working, shoes and clothing, 
and textiles. Over one-third of the unemployed in 
September 1975 were seeking their first employment, 10 
per cent were demobilized conscripts and about 16 per 
cent colonists returning from formerly dependent terri- 
tories. Emigration to western Europe declined sharply 
and the new emigration outlets of Iran, Venezuela and 
Tunisia have hardly compensated for the weak labour- 
market in industrial western Europe. 


The downward phase of industrial output in Spain, 
which started towards the middle of 1974, continued 
until the middle of 1975 when the first signs of a very 
slow and hesitant recovery started to appear. The index 
of industrial production, which had declined by nearly 
10 per cent during the first half of 1975 (compared with 
the same period of 1974), recovered slightly (plus 2 per 


99 Statement of the Minister of Internal Trade. 


100 According to a statement by the State Secretary for Employ- 
ment, 90 per cent of the inscriptions in 1975 were unemployed 
persons. 


101 Statement by the Minister for Industry and Technology. 


cent) during the third quarter. The stock of orders in 
industry increased in July, October and November, and 
capacity utilization rose slightly during the third quarter 
of 1975. However, entrepreneurial expectations for the 
coming months continue, on the whole, to be pessimistic. 


According to preliminary estimates, real GDP in- 
creased marginally in 1975 after a growth of 5 per cent in 
1974. The rise of less than one per cent, well within the 
margin of error of the estimate, results from an increase 
of the output of services by 3 per cent and agriculture by 
about 1.5 per cent while industrial output and construc- 
tion declined. Except agriculture, all major sectors of 
output experienced a deceleration of growth or an 
actual decline (table 3.1). The increase in agricultural 
production was the result, partly, of favourable weather, 
but it might also have been influenced by a considerable 
improvement in the agricultural terms of trade.1” 


The timing and amplitude of the industrial cycle has 
been different for capital, consumers’ and intermediate 
goods. For all three groups of industries the stock of 
orders started to weaken in the last quarter of 1973. In 
this period the demand for capital goods was very high 
and that for consumers’ goods less intense. The stock of 
orders of consumers’ goods industries continued to decline 
until April 1975; thenceforth the orders started to 
increase steadily, inventories starting to decline a month 
later. For both capital goods and intermediate goods 
demand has continued to decline up to the last two 
months available (September-October 1975), the decline 
being particularly great for intermediate products. 


The superior performance of consumers’ goods indus- 
tries has been particularly noticeable in the non-durable 
consumers’ goods sectors (food and drink, textiles, cloth- 
ing, shoes and leather). The manufacturing sectors most 
severely hit by the recession were non-ferrous metals, 
basic iron and steel, construction materials 13 and non- 
electric machinery. The decline in industrial output 
(including mining and public utilities) is estimated to — 
have béen 2.5 per cent in 1975 and to have centred mainly 
on manufacturing and, to a lesser extent, mining. The 
output originating in the public utilities sub-sectors seems 
to have increased slightly.1™ 


According to preliminary estimates, the construction 
output declined in Spain by less than 2 per cent in 1975. 
This estimate may be somewhat optimistic as other — 
indicators point to an even greater decline in activity: © 
apparent consumption of cement during the first half of — 
1975 declined by 7.4 per cent; unemployment in the sector, | 


102 Prices received by farmers in October 1975 were 18.5 per cent 
above those for October 1974 while prices paid (including wages) 
were 10.2 per cent higher. 


108 This sector, together with shipyards, maintained reasonable 
levels of production in 1975 thanks to foreign demand. Exports of. 
cement have doubled to 3.8 million tons (which makes Spain the 
main world cement exporter). Exports of ships reached 440 million 
dollars, 35 per cent up on 1974. =a 


104 According to CEAM (Centre of Studies and Research of Metal 
Industries) the real decline in production in 1975 will be 8 to 9 per 


cent, but for several investment goods the decline could reach 
per cent. 


195 As witnessed by the increase of 1.75 per cent in the production 
of electricity in 1975 (82.3 million kWh in 1975), 2 
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1 November 1975, reached 145 thousand, and subsidized 
Ousing construction during the first half of the year 
eclined by 4.7 per cent. The large increase in public 
ector contracts for public works might nevertheless 
ave had a positive effect on activity during the second 
alf of 1975. In November, special measures were taken 
о stimulate dwelling construction but these will have an 
ffect only in 1976. 


The modest increase of output (3 per cent) in the 
ervices sector is probably based on the expansion of 
ublic administration and financial services. According 
о the first enquiry on trends in retail trade 108 the net 
ercentage balance of opinions as to the level of sales 
high + low —) was of —18 in respect to the previous 
juarter (June 1975 was the initial period of the enquiry) 
nd —20 when compared with the same quarter of the 
yrevious year. The seasonally corrected index of sales in 
hain stores expanded rapidly during the first quarter of 
975 compared with 1974 (by 30 per cent) but the in- 
rease decelerated to 16 per cent in the second quarter, 11 
yer cent in the third and 6 per cent in October-November. 
Catering services probably stagnated in line with the 
inchanged number of tourists. Transport activities 
eem to have experienced only a very modest growth. 


The evolution of total demand by main sectors changed 
ery much in Spain from 1974 to 1975. In 1975 private 
-onsumption grew Бу 2.1 per cent (against 5.8 in 1974), 
абс consumption by 3.7 per cent (against 5.8 in 1974) 
ind gross capital formation declined by 3.7 per cent 
after an increase of 6.5 per cent in 1974). Exports of 
zoods and services declined again (by 2.7 per cent) 
igainst a decline of 1.6 in 1974. 


The decline in total gross investment is mostly the 
ези of a drop in private investment and, apparently, of a 
sonsiderable run-down of inventories. Public investment, 
n current prices, increased. It has been estimated that 
State investment expenditure (in current prices) increased 
n 1975 by some 20 per cent which would correspond to 
1 volume growth of 5 to 6 per cent. The greatest decline 
ook place in industrial investment’ in new plants in 
spite of an increase in foreign direct investment (mostly 
ndustrial investment) of nearly 140 per cent 108 in 1975. 
The rationalization effort seems however to have contin- 
ied as the current peseta value of machinery imports 
псгеазе4 in 1975 by 15 per cent over 1974. The seasonally 
sorrected index of investment confirms the declining 
tend being, for the first ten months of 1975, nearly 9 per 
sent below the corresponding period of 1974. 


Both public and private consumption increased at 
slower rates than in 1974 (by 3.7 and 2.1 per cent respec- 
ively) but the deceleration was more pronounced for 
orivate consumption. According to official estimates 
‘based on partial data), the main stimulus to consumption 


106 This enquiry was carried out by “IRESCO” (Institute for the 

Reform of Commercial Structures). 

_ 107 Investment projects at 79.2 billion current pesetas were, during 

he first half of 1975, 12 per cent below those for the same period of 
74, 


A considerable part (98 per cent) of the increase is accounted 
г by the Ford plant project. 


came from an increase in the total wage bill. This in- 
crease—excluding increases in social security contribu- 
tions—is estimated at 21 to 22 per cent, in spite of a 
decrease in hours worked in industry 19° (of about 6 per 
cent during the first nine months of 1975). The wage and 
salary share of national income would thus have risen 
from 61.8 per cent in 1974 to 63.2 in 1975. 


Unemployment continued to increase throughout the 
year. In mid-December it had reached 387 thousand or 
2.8 per cent of the active population compared with 
249 thousand or 1.8 per cent of the active population at the 
end of 1974. The sector most affected by unemploy- 
ment 11° is construction which, with a rate exceeding 10 per 
cent, accounts for some 40 per cent of total estimated 
unemployment. 


Although the rise in the price deflator of GDP in 1975 
was somewhat greater than in 1974, the rate of inflation 
tended to slow down throughout the year. The deflator 
of total demand was however somewhat lower in 1975 
(14.8 per cent) than in 1974 (18 per cent ). Import prices 
which are estimated to have accounted in 1974 for one- 
third of the increase contributed much less in 1975. 


The average increase in consumer prices in 1975 was 
greater than in 1974, but the latest available quarter-to- 
quarter index (for the fourth quarter of 1973 to 1975) 
indicates a deceleration (from 16.7 per cent in 1974 to 
14.8 per cent in 1975). Unlike 1974, food prices accoun- 
ted for most of the increase in the cost-of-living index 
in 1975. 


After increasing by 8.8 per cent in 1974, real GDP in 
Turkey is estimated to have grown by about 8.2 per cent 
in 1975. Agricultural production in 1975 expanded by 
8.5 per cent. Output of all major crops except cotton was 
considerably higher than in 1974. 


Real industrial output in 1975 is estimated to have 
grown by 7.6 per cent (against 9.1 per cent in 1974). The 
deceleration in the growth of industry has been due 
mostly to mining which had expanded very rapidly in 
1974. The output growth of public utilities (15 per cent) 
was higher than in 1974 (12 per cent). The service sector 
as a whole expanded by about 8.4 per cent. In general 
the rise in production was more pronounced during the 
second half of the year. The increase in total investment 
in 1975 exceeded the development programme target, but 
fell below the target for public sector investments. Con- 
struction activity increased at the same rate as in 1974 
(7.7 per cent). The relative dynamism of the different 


109 [{ appears that money wages have increased particularly 
rapidly in services, considerably less in industry, and much less so 
in agriculture, where the increase (October 1975 over October 1974) 
was lower than that for the cost-of-living index during the same 
period. : 

110 According to the projections of the Fourth Development Plan 
the imbalance in the labour market in Spain will tend to grow worse 
until the end of the present decade. Thus unemployment is beginning 
to appear in Spain as-a serious structural problem, independently 
of the present recession. 

111 The inflationary effect of devaluation (February 1976) and the 
increase in prices of energy and public transport and other public 
services will probably cause a new acceleration of prices in early 
1976. Г 


66 Recent economic developments in western Europe 


broad demand segments changed considerably between 
1974 and 1975. In the latter year there was a deceleration 
of private consumption (from an 11.8 per cent growth 
in 1974 to 5.3 per cent in 1975), which was accompanied 
by an acceleration of public investment and consumption 
and by a very rapid (plus 26 per cent) expansion of private 
gross fixed capital formation. Increased borrowing from 
abroad allowed a considerably faster growth of total use 
of resources, which increased by 9 per cent against an 
increase of 7.4 per cent for GNP at market prices.™* 


For the year as a whole the rise in the general level of 
prices (the GNP deflator was 17.7 against 29.7 in 1974) 
will be lower than in 1974. Unlike most countries, this 
improvement was mainly centred on the first half of 1975: 
since then, a further acceleration has taken place. In 
1975 the wholesale price index was 11 per cent up оп 
1975, while in the previous year the average increase had 
been 29.9 per cent. A considerable part of the improve- 
ment seems to be due to the more favourable trend of 
import prices. Consumer prices accelerated in the second 
quarter of 1974 and the year-to-year average increase 
was higher than in 1974. 


Wage increases seem to have been somewhat greater 
than increases in consumer prices. Thus real wage in- 
comes improved and, together with rising agricultural 
incomes, provided the main stimulus to the expansion of 
consumption. 


(ii) Trade and payments 


In Greece payments statistics for the first nine months 
of 1975, point to a deceleration in the growth of value of 
imports despite the revival of economic activity: they 
rose by 9 per cent in the first nine months of 1975 com- 
pared with an increase of 17.8 per cent in the correspon- 
ding months of 1974. The volume of imports in fact 
declined in the first seven months of 1975 by 8.9 per 
cent following an increase of 2.1 per cent in the corres- 
ponding period of 1974. In the same period, the unit 
value of imports rose by 22.4 per cent compared with 
43.4 per cent in the first seven months of 1974. Two major 
factors affected imports in 1975: first, the price of oil in- 
creased much faster in 1974 than in 1975; and secondly, 
ож of i was limited in the course of the 


over-all rate of growth of exports, from its exceptionally 
high rate of 1974, was associated with the decline of 
demand in the industrial western countries in the first 
half of 1975. 

The net outcome of these development in 1975 should 
be a marginal increase of the trade deficit, offset by a 
rise in net receipts on invisibles. As a result, the current 
account deficit should decline from $1.23 billion in 1974 
to about $1.09 in 1975. The increase in the net receipts 
on invisibles reflected mainly higher emigrant remittances: 
and travel receipts. The receipts on transportation 
account, mainly shipping, declined marginally in the 
wake of the decrease of freight rates in 1975. To the 
reduced current account deficit corresponded a higher 
net inflow of capital—mainly private—that led to a 
small increase in official monetary reserves. 

On 8 March 1975, the fixed parity of the drachma with 
the dollar was abandoned: the drachma rate is now fixed” 
in relation to an average of the main foreign currencies, 
including the United States dollar. 

Trade data for Portugal are available only for the first 
three quarters of 1975. Imports (c.i.f-) declined in 
current value over the corresponding period of 1974 by 
2.7 per cent, while exports (f.0.b.) declined by 7.9 pe 
cent. Unadjusted monthly data for September and 
October 1975 show a very sharp upturn (partly seasonal) 
for both imports and exports. 

The product composition of imports underwent several 
important changes in 1975, reflecting the policies of 
domestic income redistribution and the introduction i? 
June 1975 of import surtaxes on imports of luxury а 
non-essential goods. The most important declines i 
imports took place in capital goods, intermediate pro oducts 
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current deficit may have increased by some $350 to $400 
million, perhaps exceeding $1.2 billion. The probable 
decline of over $200 million in the invisible surplus is the 
result of a drop in gross tourist receipts of about 40 per 
cent, a decline in emigrants’ remittances of nearly 10 
per сет,“ and a sharp fall in net investment income 
following the independence of previously dependent ter- 
ritories. The change in the foreign exchange reserve 
confirms this worsening. The reserves declined in 1974 
by $631 million and are estimated to have declined in 
1975 by about $1.2 billion.™5 


According to customs statistics the current dollar value 
of imports into Spain increased in 1975 by 5.4 per cent 
and that of exports by 8.5 per cent. As a result the trade 
deficit (c.i.f—f.o.b.) increased by just over 2 per cent on 
1974. Thus the increase in the trade deficit would amount 
to $230 million. Net invisible receipts have probably 
increased by somewhat more than the deterioration of 
the (f.0.5.—f.0.b.) trade balance. Thus, there was prob- 
ably a minor improvement in the current deficit from 
$3.1 billion in 1974 to perhaps just over $2.9 billion in 
1975. The improvement in services resulted from an 
increase in net tourist receipts of about 7 per cent, and a 
considerable improvement in the freight account, which 
more than compensated for a sharp deterioration in net 
investment income."* Transfers did not change signifi- 
cantly during 1975. Total reserves declined slightly by 
$125 million between December 1974 and December 
1975. Direct foreign investment increased by 140 per 
cent in 1975 but portfolio investment was negative 
(repatriations); foreign investment in housing declined 
considerably. The main change in the capital balance 
was the rapid increase in private long-term credits.’ 


As noted above, commodity imports increased in 1975 
by nearly 5 per cent in current pesetas. In volume terms 
the decline was about the same. The value of exports in- 
creased by over 8 per cent, but there was probably no 
change in terms of volume. The main increases in imports 
were for food and machinery, the main declines for chemi- 
cals and transport equipment (aircraft). The main increases 
in exports were for metal goods, transport equipment, 
shoes and machinery. In general, exports of manufac- 
tures increased more than the average, agricultural 
exports declining slightly. In 1975 the main changes in 
the geographical distribution of trade took place in ex- 


114 Part of this decline corresponds to illegal exports of capital. 
In August 1975 the export of banknotes was declared illegal and 
later indicators suggest that this and other measures aimed at 
attracting emigrants’ savings have proved effective. Estimates of 
the extent of capital flight are scarce but, for the period 16 March 
to 25 April 1974 alone (which was the most critical one) they reached 


_ nearly $200 million. 


115 Statement by the Governor of the Bank of Portugal, 18 October 
1975. 

116 Net investment income is going to be an important negative 
item in the years to come, owing to the rapid increase in the public 
foreign debt (from $1.4 billion in 1970 to $2.6 billion in 1974 and 
$4.3 billion at the end of 1975). Total foreign debt at the end of 1975 


amounted to some $8.7 billion, see Informacién Comercial Espa- 
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¢ 
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ftola, Weekly Bulletin, 5 February 1976. 
117 This increase corresponds to the recent use of the Euro-bond 
market by large public or semi-public enterprises and large private 


| firms particularly in transport, energy and the chemical branches. 


ports, where the share of traditional export markets (EEC 
and the United States) declined and that of oil exporting 
countries increased considerably. 


According to provisional figures for 1975, the value of 
exports from Turkey amounted to $1.4 billion, 8.6 per 
cent less than in 1974; the value of imports rose to $4.7 
billion, an increase of 25 per cent. The trade deficit 
therefore increased to $3.3 billion (from $2.2 in 1974). 
Imports tended to decelerate during the year while ex- 
ports picked up considerably after mid-year. The fall in 
the value of exports is partly due to a decline in the value 
of cotton exports (affected by the decline in world market 
prices) and by a fall of nearly one-fifth in current dollar 
value of exports of processed and manufactured goods. 
(Lately, however, these exports have been growing 
rapidly.) The only increase of any importance in Turkish 
exports was of chrome. The largest increase of imports 
was for machinery. The surplus on net services and trans- 
fers has probably deteriorated by about $150 million as 
a consequence of a decline of about 8 per cent (or $114 
million) in emigrant remittances and the stagnation of 
net tourist receipts. Turkey’s current balance-of-payments 
deficit in 1975 could therefore approach $2.0 billion 
(compared with a deficit of $634 million in 1974). 

International reserves had declined from $1.861 
million at the end of 1974 to $1,151 at the end of Novem- 
ber. To a large extent, however, a large proportion of 
the reserves is offset by short-term convertible lira 
deposits from foreign sources. 


(iii) Policies and prospects 


In Greece both the acceleration of domestic demand 
and of exports of goods and services are necessary con- 
ditions for the achievement of a rate of growth of output 
in 1976 closer to the post-war average. It has been 
officially announced that an expansionary credit policy 
will be pursued in the course of the year."* The moder- 
ately expansive Government Budget allows for a decline 
in the rate of growth of current public expenditure and 
an increase in the rate of growth of government invest- 
ment. The main expansionary force is expected to be the 
private sector. Direct foreign investment could be 
affected by the adoption of a more critical attitude 
towards foreign investment projects. This would slow 
down the growth of investment in 1976. The recently 
announced five-year development plan for Greece, for 
1976-1980, includes a target 6-7 per cent growth rate of 
output which appears to be within reach for 1976. At 
the end of 1975 the economy of Portugal was characterized 
by a rising level of unemployment, a budget deficit 
equivalent to about 9 per cent of GDP, a current balance- 
of-payments deficit of the same order, and a persistence 
of inflationary pressures. To the difficulties usually 
associated with basic institutional reforms 1? were added 
those resulting from world recession. 


118 See, interview with the Governor of the Bank of Greece, 
reported by Express Hellenews, No. 951, 31 October 1975, p. 3. 

119 For example to find good management for nationalized enter- 
prises, many of which were foreign-owned and had their foreign 
distribution and market links severed. 
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Some guidelines for economic policies at the beginning 
of 1976, set by the sixth provisional government, are 
contained in a “‘working paper serving аз a basis for the 
elaboration of an emergency economic plan”, approved 
and released in early November 1975. The main broad 
policy decision is to restore external and internal equi- 
librium by austerity measures which could imply a 
reduction of consumption by nearly 10 per cent of GDP. 


Measures to achieve a large transfer of resources to the 
public sector include the creation of new sources of 
taxation and of a system of forced savings which would 
be channelled into dwelling construction. Public expen- 
diture will at the same time be contained particularly by 
the abolition of subsidies to State-controlled enterprises. 
A restrictive incomes policy will also be established. 
(The maximum national salary will be reduced by 15 per 
cent, the period between renegotiation of collective 
contracts will be lengthened, higher salaries will be 
frozen, etc.) 


Among the more specific measures to achieve an 
improvement of external equilibrium, the following are 
particularly important: 


(a) Elaboration of a foreign exchange budget; 

(5) Creation of a special tourist rate of exchange; 

(c) Greater use of foreign investment credits for public 
sector investment projects; 

(4) Improvement of the institutional machinery to 
promote exports; and 

(e) Creation of special convertible accounts 
emigrants’ savings. 


for 


The document also considers it necessary to arrive at a 
clear definition of the status of the private sector. The 
reinstallation of owners in some enterprises “ illegally 
occupied by workers” is to be implemented.2° Other 
measures envisaged are the reopening of a capital market 
and the designation of civil construction and exports as 
priority sectors for public action. 


Some of these policies are already being carried out 
(for instance the introduction of higher taxation of 
distributed profits, higher land and stamp taxes, etc.). 
but the Budget has not yet been made public. It was 
announced, however, that investment expenditure was 
going to increase in 1976 by 90 per cent on the initial 
estimate of 1975 through the influence of greatly increased 
expenditure on public works, housing and other invest- 
ments. 
financed by imports of public capital will also be pursued 
vigorously and credits for some 800 million dollars were 
recently granted to Portugal by different national and 
multinational institutions. 


The influence which these policies might have on the 
evolution of the Portuguese economy in 1976 is difficult 
to assess, since it depends to a large extent on psycho- 
logical factors. Some evidence of the success of some of 
these measures is given by the recent recovery of emigrant 


120 In July 1975, the “Regional Councils of Agricultural Reform” 
were created to draw up a list of properties encompassed by the 
different measures of agricultural reform, thus limiting the illegal 
occupation of land (Decree-Law 351-75 of 5 July). — 


The policy of promoting investment projects, 


remittances and by the increase in bank deposits. But, 
even if a certain climate of confidence is restored, it seems 
unlikely that an upturn in economic activity will occur 
soon. The latest industrial enquiry shows mixed results 
with entrepreneurial expectations improving in the 
branches most affected by the depression (capital and 
intermediate goods) and deteriorating in branches which, 
so far, have been more resilient (consumers’ goods). In 
these circumstances, a recovery of GNP during 1976 to 
the 1974 level, with a reduction of the current deficit, and 
no further aggravation of inflation and unemployment, 
would represent an achievement. In an open economy 
such as Portugal’s, much will depend on the strength of 
the recovery of demand in the main markets for Por- 
tuguese exports. 


The main aims of economic policy in Spain during 1975 
were a modest expansion of production, a deceleration of 
price increases, a relatively low rate of unemployment and 
no further aggravation of the external deficit. These 
policies were successful as far as the external sector was 
concerned,* moderately so with respect to inflation and 
less successful in containing the growth of unemployment. 
Total output growth fell well below the target rate of 
4 per cent. As was the case for the State budget for 
1975, the 1976 budget continues the policy of a very 
moderate expansion amounting to virtual neutrality. In 
between both budgets а series of important policy 
measures were taken in April and in November 1975. The 
April package combined fiscal stimuli to investment with 
an incomes policy which either limited or increased 
taxes on distributed dividends and rental incomes; it 
also limited wage increases to the percentage increase in 
the cost-of-living index (with an increment of up to 3 per 
cent in some limited cases). Moreover, the system of 
price controls was streamlined and made more efficient. 
Taxation was increased, particularly by the introduction 
of a 15 per cent tax on interest accruing on bank deposits. 
Other taxes on capital and enterprise income were also 
raised. These policies had a moderating influence on the 
rate of price increase and on the balance-of-payments 
deficit, but investment continued to decline and unem- 
ployment to increase. The November measures were 
largely a prolongation”? of the measures adopted in 
April with an expansion and intensification of the stimulus 
to investment demand; 123 there was no general stimulus 
to demand. 


Stability, rather than expansion, continued to be the 
main aim of policy, particularly since the internal infla- 
tionary pressure was still strong. It was in any case felt 
that an upturn in total demand was already under way. 
The most important aspects of the policies introduced in 
November are: the intensification of State efforts to 
restrain prices by direct imports of food and by allowing 
new channels of food distribution, the stimulation of the 


ny Sate . 
12! The main targets were set out in El presupuesto у [а Есопбписа. 
Espanola 1975. . 


ee The freeze of wages and incomes was extended to the end of 


128 Particularly by extending certain tax waivers to portfolio 
acquisitions of certain capital issues of national enterprises and 
priority sectors. 
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particularly depressed construction sector by means of 
credit and fiscal aids for social dwelling construction. 
The State budget for 1976 foresees an increase of 19.6 
per cent above the initial estimates for 1975. 


The consolidated expenditure account of Public 
Administration (including local government and social 
security) are budgeted to increase by 25 per cent. The 
total effect of public sector expenditure cannot be as- 
certained because the data for public enterprises and 
official credit institutions would have to be incorporated. 
However, a change in policy towards a greater stimulation 
can be detected in the recent decision (February 1976) to 
release funds reserved for anticyclical use and by the 
devaluation of the peseta which will act as a stimulus to 
domestic production. , 


Since the Spanish economy has grown for two years 
below its medium-term potential, there is, at the beginning 
of 1976, a large margin of idle capacity both of productive 
equipment and of manpower. The official target for GNP 
growth in 1976 14 of ‘about 4 per cent’ 15 assumes a 
sizeable recovery in the economic activity of Spain’s most 
important trade partners during 1976. It is expected that 
the current account deficit will be reduced to about 2.5 
billion dollars and that the rate of price increase will fall 
to about ten per cent. The recovery, it is expected, will 
gain strength throughout the year. 


The price target will be difficult to achieve because of 
recent price rises originating in energy and public services, 
as well as the inflationary effects of devaluation. These 
are bound to have cumulative consequences and in the 
past, wage freezes have not been particularly effective. 
The likely reversal of the adverse productivity movements 
of 1975, however, should help to reduce the rate of 
inflation during the second half of 1976. The balance-of- 
payments target seems well within reach, particularly 
after the 10 per cent devaluation of the peseta in February, 
which should, inter alia, boost tourism. 


As for the over-all growth target, the latest data (for 
November 1975) suggest that the autonomous recovery 
of economic activity is proceeding very slowly. If invest- 
ment does not respond rapidly to the stimuli, more 


general and decisive public sector action might become 


necessary in order to obtain the expansion of over-all 
demand implicit in the official targets for 1976. 


Economic activity in Turkey during 1975 was well 
maintained and inflationary pressures declined. Part of 
the partial correction of internal disequilibrium can be 
traced to the successful levying of taxes as is shown by 
a 43 per cent increase in treasury receipts in the first eight 
months of the year. The most serious causes of concern in 
the immediate short run are the rising level of unemploy- 


‘ment and the widening of the trade deficit. The latter is 
‘becoming increasingly difficult to finance. It is hoped, 
however, that emigrant remittances will resume their rising 
trend in the second half of the year as economic recovery 
emerges in industrial western Europe. 
‘measures of relief might be forthcoming in the form of 


Short-term 


124 The GNP growth target up to 1985 (as given in the Plan IV) is 
6 per cent. : 
125 As given in the Budget speech of the Minister of Finance. 


increased aid from the OECD consortium and from the 
EEC and also by greater use of the Eurodollar market.!?° 
The longer-term restoration of equilibrium calls for high 
priority to be given to the external sector where untapped 
resources exist (particularly in tourism). The consolidated 
public sector budget for 1976 calls for an increased 
expenditure of over 40 per cent, with internal borrowing 
estimated at about double that for the 1975 fiscal year. 


A large public sector deficit could exert considerable 
inflationary pressure on the Turkish economy as it 
appears unlikely that public receipts can grow very fast 
for a second consecutive year. Moreover the largest 
increase in the budget is for military expenditure which, 
unlike investment expenditure, does not generate a 
counterpart flow of saleable goods and services. In the 
present circumstances it would seem that the five-year 
plan target for GDP growth in 1976 (8 per cent) can only 
be achieved if sufficient external finance is found to 
overcome the external payments bottleneck. 


(iv) Yugoslavia 


In 1975 the expansion of Yugoslav output slackened but 
remained still considerable (table 3.2). Employment 
outside agriculture increased more than in 1974, but 
unemployment also increased remaining at 5 per cent of 
the active labour force outside agriculture (some 10 per 
cent if all people seeking jobs are included). The balance 
of payments improved and there was some deceleration in 
the rate of inflation but both remain serious. 


Despite the recession abroad, the Yugoslav authorities 
continued to pursue expansionary policies: after an 
increase of 8.5 per cent in 1974 a 6 per cent rate was 
planned for 1975. A high growth rate was needed to 
prevent an excessive increase in unemployment, which 
would have been unavoidable with the return of Yugoslav 
labour from abroad. It was needed also to gradually 
correct maladjustments in the economy which were the 
major cause of inflation and difficulties with the foreign 
balance. At the same time it was important to avoid a 
further deterioration in the balance of payments. These 
two goals were difficult to reconcile in 1974 and 1975 
because the recession abroad weakened Yugoslav exports. 
Also the Yugoslav terms of trade deteriorated in 1974 by 
10 per cent and in 1975 improved by only 5 per cent. In 
1974, the payments gap was closed by increased borrow- 
ing abroad and by drawing on foreign currency reserves 
which were ample. In 1975, it was necessary to restrain о 
domestic demand and control the volume of imports. 
Nevertheless, employment continued to grow fast, mainly 
as a result of installations of new capacity, the growth in 
inventories, and expectations of an upturn in world 
markets. Under these circumstances, the reduction of 
inflation could not be given the highest priority. Price 
increases were caused primarily by sectoral imbalances, 
wage pressures and deficit financing. Direct action to 
deal with these particular problems was considered a more 
effective way of obtaining a reduction in price inflation 
than over-all demand restriction. 


126 The first international loan to finance a pipeline project has — 
been raised recently. 
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TABLE 3.2 


Yugoslavia : selected indicators 


meds Sec оо ST 


Average 
annual 


Absolute amount gibi Annual percentage change ; 
1972 1961-1971 ‘1972 1973 1974 1975 
Output, volume (billion dinars) Pe us = р 
Мромансе кое 245.4 7.0 " a 
‘tri 8.7 8.0 6.0 11.0 : 
GUIS Е а а а 9 аа 88.1 
of which: 6.0 10.0 5.0 
Consumer goods... еее. 9.5 : : Se sh ae ri 
Сара нь seen cc Pe т И pes 40 
ОЕ, о ne ae Ge hoo Go eo om 2 es a me 10 
Industrialtoutput per: worker. aos as ws) ne 5.4 . ps gs а 
ОСНО с Па 29.2 ae ee ay: 26 др 
Agricultinraloutputise в а 41.1 3.0 . 
Foreign trade, value ($ million) 
Ехо ОР wae, SS ge 2 237, 12.3 23.0 28.0 es =. 
О са о Кн 3 233 135 —1.0 39.0 oe : ih 
Gold and foreign currencies® .......... 1 090 1 090 1 810 
Expenditure, volume (billion dinars) Е 
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О О о о о о se aL 137.0 6.8 5.0 . -. hy; 
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Rinalmomestic: Geman dasha koa wes tor citation tee 232.3 6.5 4.5 3.0 na 
Stock-building and foreign balance. . ...... 0.5 2.0 —0. 
Employment (thousands) 
Non-agriculturalemployment .......... 3 964 7 4.4 2.3 4.8 В 
Registered une ploved(* ae i te. oe ae ne Sees 154 154 172 189 2 
WI ACANICIOS в ии 45 45 53 58 60 
Wages (billion dinars) 
Realvearnings:pershead=;9.- nse « a GA ee 6.5 0.3 —3.0 5.6 0.4 
Nominal monthly income. .......2.... 173.4 16.2 16.3 27.8 25.2 
Personal disposable income и... 161.4 26.6 32.2 35.0 27.0 
ОИ ее ро ЗЕЕ 24.3 18.0 25.0 28.7 17.7 
Prices 
Е р Е eae ae hee: 11.2 16 19 25.9 26.1 
Producers’ prices of industrial products. .... . 6.0 11 13 29.4 22: 
Producers’ prices of agricultural products... . . 14.0 24 pe) 14.0 2 


Sources; National statistics. 
в Index of physical volume. 
> Based on average for 1961/62 and 1971/72, 


Policies for 1976 have been decided in the light of 
similar considerations. Moreover, it is expected that the 
recovery abroad will stimulate both exports and imports. 
With further improvements in the structure of output, 
a fast rate of growth would then be possible without 
endangering the foreign balance. Such growth would 
imply a considerable increase in productivity which should 
raise real incomes and domestic demand. 


с End of year total (in $ million). 
4 End of year total (in thousands). 


THE GROWTH OF DEMAND AND SUPPLIES 


Table 3.2 indicates that after the Spring of 1974 the 
growth of demand slackened considerably, only picking 
up again late in 1975. The slackening was due partly to 
the foreign recession which reduced the volume of ex- 
ports and partly to household purchases which declined 
until late in 1975. Outside agriculture, real wages almost 
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stagnated, the tax ratio increased ап@ hire-purchase 
terms were tightened. Real farm income actually de- 
clined because of the deterioration of output and the 
agricultural terms of trade. In contrast, investment in 
fixed assets and collective consumption remained very 
buoyant. Investments were encouraged by credits 
(extensions to enterprises during January-September 
increased by 24 per cent), tax concessions, accelerated 
amortization, improved import facilities and a certain 
resistance against nominal increases in wages. The 
general aim was to improve the pattern of output and 
remove bottlenecks. Credits to enterprises also permitted 
a considerable accumulation of stocks which further sus- 
tained the growth of industrial output. Deficit financing 
of investments, stocks and some Government sponsored 
activities was accentuated. 


The volume growth of supplies weakened after the 
autumn of 1974, mainly because of a decline in the volume 
of imports. In the preceding years the dependence of 
domestic activity on imports had risen considerably." 
This was due to price distortions and imperfections of 
the capital market which stimulated over-investment in 
manufacturing. In recent years efforts have been made 
to remedy the situation. However, the process has been 
slow because the capital market is fragmented, and does 
not have a sufficient concentration of capital and invest- 
ment. Except in the summer of 1975, industrial output 
continued to increase relatively fast although at a lower 


127 The direct and indirect dependence on imports in 1966, 1972 
and 1974 (estimate) was as follows: final demand—18, 22 and more 
than 25 per cent; investments—25, 29 and more than 33 per cent; 
exports—15, 23 and more than 25 per cent; the consumption of 
intermediate products—13, 18 and close to 25 per cent, the produc- 
tion of metal-using—19, 28 and more than 30 per cent; electro- 
engineering—22, 33 and more than 35 per cent; chemicals—26, 42 
and close to 45 per cent; non-ferrous metallurgy-—22, 35 and more 
than 37 per cent. 


rate. Apart from the demand for capital goods, it was 
sustained by running down the considerable stocks of 
intermediate products which had been accumulated in 
the preceding year. The output of metal-using, electro- 
engineering, ferrous metallurgy, non-metallic minerals, 
construction materials and leather and footwear expanded 
faster than average. Agricultural output declined slightly 
because weather conditions were unfavourable and 
because difficulties facing export and domestic sales of 
livestock products persisted. 


WAGES, COSTS AND PRICES 


In 1975, average wages increased by 25 per cent (slightly 
less than in 1974) but productivity (in the non-agricultural 
sector) hardly changed. In Yugoslavia, prices of most 
industrial products are mainly determined by agreements 
between producers and users (of inputs). The costs are 
then easily passed on. In 1975 producers’ prices of indus- 
trial products rose by 22 per cent (29 per cent in 1974). 
Incomes policies were effective in so far as they limited 
the increase in nominal wages in the most advanced 
sectors of the economy. However, by accepting existing 
wage differentials (based to a large extent on differences 
in price régimes, capital intensity and the elements of 
rent) they stimulated competitive wage bidding by sectors. 
The nominal value of farm income increased by some 
10 per cent but the volume of farm output declined by 
2 per cent. The guaranteed prices of agricultural products 
were deliberately raised (producer prices by some 13 per 
cent) in order to offset part of the deteriorations in the 
terms of trade against input goods. Prices of certain 
industrial materials, subject to ceilings, were raised on 
several occasions in order to raise the degree of self- 
financing. Since, in the absence of adequate imports, 
sectoral rigidities grew in intensity, the pressure for 


TABLE 3.3 


The growth of demand and supplies in Yugoslavia, April 1974 to end of 1975 
(Corresponding period of the preceding year = 100) 
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Sources ; National statistics. 
__ в Without stress. 
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these adjustments accentuated in 1975. Import prices 
increased by 5 per cent (46 per cent in 1974) which 
contributed to the slowing down of domestic inflation, 
particularly after the summer of 1975. As in 1974 the 
GNP deflator rose by 23 per cent. 


THE FOREIGN BALANCE 


In 1975, the value of exports increased somewhat but 
imports remained almost unchanged. However, the 
volume of both declined by 5 per cent. The Yugoslav 
terms of trade which deteriorated in 1974 by 10 per cent, 
improved in 1975 by 5 per cent. Exports to industrial 
market economies and eastern Europe increased in value 
(mainly capital and consumers’ goods) but declined in 
volume to all major regions. Export volumes suffered 
mostly from the recession abroad, while domestic mea- 
sures were introduced to stimulate exports: larger credits, 
tax concessions, tariff rebates, retention quotas and the 
devaluation of the domestic currency by 7.2 per cent in 
October 1974. Except from developing countries the value 
of imports grew little and the volume declined. But 
imports of machinery increased a great deal. With the 
trade deficit threatening to become excessive, controls on 
imports had already been accentuated after the summer 
of 1974. Prior deposits were introduced (25 per cent for 
imports of industrial materials and 30-50 per cent for 
imports of certain consumers’ goods and equipment and 
more than 50 per cent for loans obtained abroad); prior 
approval was required for imports of some food and 
consumers’ goods; and for certain imports foreign ex- 
change quotas were reduced. The reaction of imports was 
rather strong although after a 4-5 month time lag. In 
June 1975, a general import surcharge of 10 per cent was 
introduced, prior approval for imports of 153 products 
was maintained, but prior deposits were suppressed. 
Imports were further reduced and the trade deficit for 
1975 as a whole was less than in 1974. 


Other items of the balance of payments for the period 
January-September are shown below. 


The balance of payments 
(In billions of US dollars) 


; January- 
1973 1974 September1975 

ИННЫ В бра cei) ea —1.58 —3.43 —2.39. 
РОО о 4 he) а 3.03 4.10 3.07 
СИА ПИ о —4.601 —7.53 —5.46 
Services and transfers net. . . 1.99 2.39 1.91 

The balance on the current account 0.41 —1.04 —0.48 ° 
The capitalaccount ...... 0.38 0.74 0.46 
IRESErVE'CHANRES a) 6 Fo) 5a Gas 0.79 —0.30 —0.02 
ПОТА ЕЕК УЕ, вн 2-2 oN 1.75 1.45 1.43 


дд ————— 
Source: Indeks, Monthly bulletin of business statistics of the SFR of Yugoslavia, 


Some information is available also for the year as a 
whole. Officially recorded receipts from tourism are 
estimated at $700 million ($650 million in 1974) and 
private receipts (paid into private foreign currency 


accounts) at some $200 million (maybe $160 million in 
1974). Remittances slightly exceeded the level reached 
in 1974 ($1.5 billion). The construction activities of 
Yugoslav enterprises abroad, concentrated on labour- 
intensive projects, continued to increase (to above $350 
million); these were stimulated a great deal by a more 
liberal credit policy at home and the rising purchasing 
power of oil-producing countries. The current account 
deficit is expected to be well below $1 billion, less than 
in 1974. This deficit was financed almost exclusively by 
borrowing abroad (including the floating of $50 million 
of bonds on the international capital market by the 
National Bank of Yugoslavia). Foreign currency and 
gold reserves remained almost unchanged and at a level 
considered adequate. 


THE PROJECTION FOR 1976 


The forecasts for 1976 may be summarized as follows: 
a fast and accelerated growth of output, a substantial 
increase in employment (although slower than in 1975) a 
substantial improvement in the standard of living, a 
further deceleration in price increases, and a further 
reduction of the deficit on the current account (see the 
table below). The rate of growth of output should not 
be lower than 4.5 per cent (industry 5 per cent) if an 
undue increase in unemployment is to be avoided. 


The trends in economic activity projected for 1976 


(Percentage increase over 1975) 


SIN Bi sens et a re acc te Sa a ec 5:5 
Industrialioutputen оо a es tee 6.0 
Арис ao: 0) coer. ия 4.0 

Incomes oridistributionia юр ee 4.7 

Fixed investment in productive sector and housing . 8.0 

Офес <. | as cee ee ee —13.0 

ChangeanistockS 40.) с aeae yee eee 1 

Population: соли ac) «> ese 4.9 

Savings ahditaxesy 0 о 1.9 

Public and collective consumption ........ 1.0 

Exports of products and services ......... 6.3 

Exports*on products alone. 1... =e eae 6.0 

TinpOrts с. ee 3.С 
of which 
Importer inputs: s.asc ese ee cae eee eet eee 356 
пороге ой capital:goods о —87 № 

Deficiton the current account .......... $1 billion 

Employment in socialist sector... ......~, 3.0 3 

ee ES Se ee 


These projections appear to be rather optimistic relying 
on an expected rapid and strong upturn in foreign activity. 
The major policy points to implement the projection 
are the shifts in the distribution of resources in favour of 
the foreign balance and investment and the shift in 
investment in favour of industrial materials production. 
Stocks, which are excessive, will be reduced. Incomes 
policies will attempt to ensure that a larger proportion 
of enterprise income derived from rents, market positions 
and capital intensity will be allocated to savings. This 
will slow down the increase in wage costs. Moreover, 
cutbacks in the growth of Government spending will 
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reduce the need for deficit financing. Under these circum- 
stances, more active fiscal and monetary policies will 
become possible which should help to reduce inflation and 
stimulate investments in critical sectors. Measures taken 
earlier to stimulate exports will be intensifi d and imports 
will be closely linked to the expansion of exports. With 
an acceleration in the productivity growth, an increase 
in real wages may become possible. This, together with 


employment growth, should stimulate the recovery of 
private demand. 


This projection is vulnerable in several aspects. First, 
exports are crucial (both for the foreign balance and by 


implication for domestic supplies) in the projection, but 
the trend of activity abroad is still uncertain. There is 
also the problem of a higher rate of domestic inflation 
than abroad and of lagging adjustments in the exchange 
rate. Secondly, since industrial growth in the preceding 
year was sustained to a considerable extent by stock 
accumulation, a recovery in demand will first affect 
stocks, with output responding with a time lag. And 
thirdly, the considerable increase of Spare capacity in 
the recent past may discourage capital formation although 
this should be offset by the incentives to remove bottle- 
necks. 
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APPENDIX TABLE II 
Changes in employment, 1965 to 1974, in selected west European countries, by major sectors 


(Thousand persons) 
area ne eee ee 
Total Transport and Other 
economy Agriculture Industry Construction communications Trade services 
ee ee en eee ee | es 
Austria 
TESTE о RES = CA о ied, —217 ni ae a i Ae 
Wage'and salaryearners. ......... +277.0 —45.6 +45.4 ap leat) +8.1 + 67.4 + 189.0 
Belgium 
ПЕ ео gece о +258.5 —81.8 —37.3 +11.1 +44.7 —— 321.8 —— 
Wage and salary earners. ......... +354.0 _—4.3 —99.2 +11.00 ————— —92.5 
Denmark 
TRAE. оба Пе eee + 67.7 —45.6 —42.9 — 6.2 ЯРО —4,2° + 160.9 
| Wage and salary earners® ......... +120.8 а Е is ay is Me 
С. +82.7 —11.4 —43.7 —7.7 +5.0 Ta + 133.2 
Finland 4 
TD eg lapel laine ap aaa + 128.3 —207.4 +131.1 +9.8 +18.2 +17.4 + 159.2 
Wage and salary earners. ........ 2275.3 —48.5 +131.6 +4.4 +16.0 +17.8 + 54.0 
‘rance 
о; +1 654 —1 021.7 +322.1 + 109.4 5127.5 +389.6 +1 727.1 
Маре and'salary earners. . . 5. ss +2 649 —227.7 +429.0 +115.5 eal Sei +470.0 +1 736.5 
ermany, Federal Republic of ; 
т. — 616 —994 —476 —363 +50 —55 +1222 ° 


Wage andsalaryearners.......... +451 —122 —374 —348 +48 +60 +1 187 
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CHAPTER 2 


RECENT ECONOMIC DEVELOPMENTS IN EASTERN EUROPE AND THE 
SOVIET UNION 


1. GENERAL DEVELOPMENTS 


(i) Growth of national output 


In 1975, economic expansion in eastern Europe and the 
viet Union proceeded at a high rate, although in most 
ountries, and also in the region as a whole, at a rate lower 
han in the preceding year. The aggregate net material 
roduct for the region rose at an estimated 5.1 per cent, 
ist under one percentage point below the rate achieved 
n 1974 (see table 1.1): This slowing down in over-all 
rowth occurred both in the Soviet Union and in eastern 
‘urope. The decrease from 4.8 per cent in 1974 to 4 per 
ent in 1975 in the growth rate of net material product 
distributed) in the Soviet Union was mainly the result of 
sharp decline in agricultural output, attributable to 
xceptionally adverse climatic conditions in major 
arming regions throughout most of the 1974/75 agricul- 
ural year. But the pace of industrial expansion slackened 
omewhat as well, although it remained high—gross 
ndustrial output rose by 7.5 per cent. The pattern of 
ver-all growth in most east European countries was more 
г less similar. Agricultural production declined in 
zechoslovakia, the German Democratic Republic and 
oland and grew more slowly in Hungary. Likewise, 
adustrial expansion became slower in several countries of 
he region. These trends in major production sectors in 
ndividual countries of eastern Europe brought down the 
rowth rate of aggregate net material product from 8.1 
er cent recorded in 1974 to 6.9 per cent in the year under 
eview. 


Little information is available concerning foreign trade 
f individual countries and the region as a whole in 1975. 
Jowever, as far as can be judged from incomplete and 
reliminary data, the trade turnover of the region, 
xpressed in volume terms, rose at an estimated 9 per cent. 
‘his slight dampening in relation to 1974 is the result, 
rst of all, of the slow-down in intra-CMEA trade turn- 
ver, which expanded at an estimated 10 per cent com- 
ared with a 13 per cent increase in 1974. In addition, after 
he sharp fall in 1974, the volume of exports to industrial 
varket economies recorded a zero growth rate last year. 
For detailed analysis, see section on foreign trade.) 


1 А data and analysis referring to east European countries or the 
gion as a whole do not include Albania. For the development and 
е annual plan of Albania see section on the national plans. 
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The year under review is also the concluding year of the 
five-year plans for 1971-1975 in all the countries of the 
region. Economic growth during the entire period was 
characterized by high and sustained growth rates of net 
material product. Not a single country had a rate of 
growth below 4.5 per cent in any year, except in one case. 
The five-year plan targets were achieved and surpassed in 
all the east European countries. The most marked over- 
fulfilment took place in Poland, where the development 
strategy incorporated in the original five-year plan was 
revised upwards by a decision of the First National Party 
Conference in October 1973. In Romania, the National 
Party Conference, held in June 1972, decided to step-up 
the planned targets. In these two countries two-digit 
growth rates were frequently recorded. In the Soviet 
Union, the over-all annual growth rate of net material 
product amounted to an estimated 5.6 per cent, but 
remained below the medium-term target. 


The main. contribution to the rise in net material рго- 
duct invariably came from an expansion of industrial 
output. Relative coefficients of industrial growth (the 
elasticity of industrial growth with regard to total growth) 
were rather uniform and averaged 1.13 in east European 
countries, whereas in the Soviet Union the coefficient 
amounted to 1.32. Annual growth rates of industrial 
output were over 6 per cent (except in two instances) and 
most frequently exceeded the targets envisaged in the 
annual plan. Two-digit rates were recorded in most years 
for Poland and Romania. All the countries of the region 
fulfilled the five-year plan targets for global industrial 
production. (For detailed analysis, see section on industry.) 


In contrast to the steady performance of the industrial 
sector, annual growth rates in agriculture indicate, in most 
cases, a rather erratic performance not conforming to the 
envisaged targets. Agricultural production was an impor- 
tant factor in short-term fluctuations of growth rates of 
national incoine. Such trends were due largely to the 
impact of variable weather conditions which affected 
primarily crop production. The livestock sector showed 
much more stability in most countries. There is no ~ 
country in the region which did not suffer a decline of 
the agricultural growth rates during the 1971-1975 period 
as a result of unfavourable climatic conditions. Nega- 
tive rates were recorded in some years in Bulgaria, 
Czechoslovakia, Poland and the Soviet Union. Never- 
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TABLE 1.1 
Growth of net material product 
(Annual percentage change) “ 
Net material Gross output 
product (billions of ee 


4 + 
oe 


@PlQGore1 1.29 я 6383 oh 46 
a a = ve fe 


ia м 4 <5 


= ЗУ Pale adie 


oped? а RD вые ‘вх; 
ag ene ie Бонне 


j national currency Net material product Agriculture ” Industry Construction 
elke ec и Plan Actual Plan Actual Plan Actual Plan Actual 
Bulgaria . 
к те 12.14 8.0 8.0 7.4 0.7 9,9 9.3 6.7 
ам 13.05 10.0 7.5 5.0 —1.9 11.0 8.5 8.5 
О, eee 14.3 9.0 9.0 9.3 7.0 8.0 9.9 byt 
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Czechoslovakia р .. 
Ру А ах 363.2 Shit 5:2 4.0 4.7 5:7 6.4 5.0 6.5 
о о Ию. 390.6 52 6.0 33 2.2 Shi 6.2 6.3 7.84 № 
Обе оу er a ee 5.6 6.0 3.3 —0.7 6.4 7.0 Ges 81: м 
С ГУ ОА one vey e susie es oy 57 2] 2.9 6.0 6.6 6.7 8.3 8 
German Democratic Republic 
о a eens 126.8 5.1 5.6 4.9¢ —0.6 6.5 6.8 4.4 4.0 
ПУ cele eo. nals, cis. 135.0 5.6 6.4 6.8¢ 1 6.7 7.4 Sal 5:38.48 
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TABLE 1.1 (continued) 


Е a 


Net material 
product (billions of 
national currency 


Gross output 


а и ee material product Agriculture ° Industry Construction 
prices Plan Actual Plan Actual Plan Actual Plan Actual 
Soviet Union and Eastern Europe * 
мс tis fs 6.3 8.8 6.6 8.0 
ORs One onl Cent CEC ие 7.1 5.9 7.6 8.5 
CERES ae eee 6.9 Spit TES: ie 
9 eR ee ee 6.7 7.6 Het 


Sources: National statistics, plans and plan-fulfilment reports. 
“ Changes within five-year periods are yearly averages. 


> Annual percentage change of five-year average over the previous five-year average. 


© Including the food-processing industry. 


4 Industry data refer to centrally planned industry. The figure for total industry in 1973 is 6.9 per cent and 6.0 per cent in 1974, 


¢ Industrial sales. 
7 Construction and assembly works. 
9 Domestically distributed net material product. 


^ Albania excluded, For the method of weighting output and weights used, see Economic Survey of Europe in 1971, United Nations, New York 1972. part II, ch. 2, 


р. 2, footnote d. 


theless, the average annual growth rates of global agri- 
cultural production in all the countries during the current 
five-year plan were above 2 per cent when calculated on 
the basis of average annual output in the 1966-1970 
period. The countries with less ambitious targets in 
agricultural production achieved or over-fulfilled the 
planned rates. These results were the consequence of 
long-term policy measures and programmes of compre- 
hensive reconstruction of the agricultural sector in terms 
both of the material-technical base and of the organiza- 
tional and managerial set-up. (For detailed analysis, see 
section on agriculture.) 


(ii) Production policies and producer prices 


As in 1974, the policy of consolidating and maintaining 
high over-all growth rates was incorporated in the 1975 
annual plans of all the countries of the region. In the 
light of performance in the preceding year, the elaboration 
of planned targets in conformity with this policy required 
two types of strategies for 1975. In Czechoslovakia, the 
German Democratic Republic, Hungary and Poland, 
where the agricultural results in 1974 were good, a slight 
deceleration in over-all economic expansion was planned 
for 1975. Other countries (Bulgaria, Romania and also 
the Soviet Union) recorded modest results in agricultural 
production in 1974 compared with 1972 and 1973. Higher 
growth rates were, therefore, envisaged in agriculture, and 
also in over-all expansion, in 1975. In some countries, 
lower planned targets for net material product were 
related to lower planned rates of industrial expansion. 


The strategy of development was designed to improve 
structural proportions; “dynamic”, “‘proportionate’’, 
“balanced”, “harmonious” growth were characteristics 
given to the growth objectives of all the national plans. 
Concerning growth factors, the plans relied on qualitative 
factors such as labour productivity, technological 
advance, more rational use of human and material 
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resources and improvements in managerial set-up. 
Higher efficiency and improved quality were key words 
in all the plans. 


There were not many innovations in priorities by 
sectors and branches in 1975. For instance, the import- 
ance given to agriculture is not new. Rather the emphasis 
was on implementation of the changes of 1974. In all 
countries, national and regional, general or special long- 
term development plans were worked out, such as the 
long-term programme for food sectors in Poland and the 
programme for the development of the Non-Black- 
Earth region in the Russian SFSR, both approved in the 
second half of 1974. 


Protection and rational use of arable land and also of 
water resources received the special attention of govern- 
ments in most countries. New laws were passed in Bul- 
garia (April 1975), Czechoslovakia (November 1975), 
Romania (December 1975), Poland (September 1975). 
Land reclamation and mechanization programmes were 
implemented on a large scale in all countries in order to 
raise yields, to create zones of guaranteed production of 
cereals regardless of climatic variations, and to overcome 
increasingly pronounced shortages of manpower. In all 
countries, reorganization of agricultural planning and 
management were under way with a view to forming large 
national or territorial agro-industrial complexes and to 
provide adequate methods and instruments in manage- 
ment. The implementation of such complex programmes 
also required large investments. In the Soviet Union for 
instance investment in agriculture and related sectors 
was over 27 per cent of total investment in 1975, and over 
26 per cent for the whole five-year plan. The process of 
integrating agriculture into the production structure has 
enhanced the importance of agricultural production for 
industry, home market and foreign trade balances. 

Retardation in the development of transport as com- 
pared with high rates of over-all expansion, and in parti- 
cular with expansion of industrial production and foreign 
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As mentioned adore, investment priorities dn Энди 
were revised ia the course of 197%. They tetiated the pro- 
cess of structural Shifts between industrial Branches. 
Highest priority was giver to the № ard power sector, 
where the shifls were towards the more rational use of Go- 
mestic energy resources and nacikat power development 
programmes. With the baildiegqap of Iatgescalk petro- 
chemical combines, oil and natural gas have taadkdl more 
and more to become chemical raw materials: Зе use as 
feel has declined rapidly. Branches producing technology. 
and SiencNianteasve output recorded the highest growth 
rates. Indusinal 
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Im some Oowntries, such as the German Democratic 
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envisages & comprehensive revision of the price vysten, 
which should take into account not onl у Pike света in 
foreign trade but also long-term increases in production 
Cons in some industrial branches and in agriculture, a4 
home and abroad. 

In spite of low prices, many enterprises and ever 
whole branches recorded high profits in 1974, 20d 
probably in 1975. These, however, have to а 71624 
@иет originated in fiscal grants. Profit allocations 
provided additional resources for the development and 
wage funds of enterprises. Wrains on home markets were 
sill felt, then, through excessive demand for capital and 
consumer goods. In other words, price and income 
distribution policies did not fully redress market immbal- 
ances. The new approach to producer prices policy, and 
modifications т rules govermng profit and wage forma- 
tion and distribution should provide the basis for more 
Consistent integration of these policies into the general 
framework of consolidation policies, aimning at 4 teAress- 
ing of external and internal balances, with 2 maintenance 
of high rates of over-all expansion. 

Changes in procurement prices ton agricultural products 
have not yet been subjected to а comprehensive reerzmin- 
ation. Changes affected тан у prices for animal products 
(meat and milk—Bulgaria, Romania) and some industrial 
crops and vegetables (Bulgaria). In the German Demo- 
cratic Republic and Hungary, the impact of increased 
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TABLE 1.2 
Net material product domestically distributed 


(Annual percentage change) 


a aT 


Net capital formation 


Net material product Consumption Net fixed 
ie - capital Changes in 
Contry and Period Produced Distributed Total Personal Social Total formation stock 
Bulgaria 
SESE i eS See EOE cok 8.0 8.9 6.5 6.7 4.3 16.0 
bt Oe ee Taree, ree Py: ff 9.0 7.8 si 5 12) 
ср ча eee 9.0 нк 8.2 6.6 
Czechoslovakia 
YE BR ag Ceo Dn cee Fae 5.2 7.3 5.8 SZ 7.1 122 pd) —0.6 
Peete ey ee Cer - 6.0 8.0 5.9 6.1 =| TANT, 6.7 36.5 
Е. 6.0 oe 3.0 We ie 5 = 
>... ей 4.8* 
German Democratic Republic 
UR ee ee р 5.6 6.5 5.6 514 7.4 9.7 9.0 1322 
1974 a ee Peer eee 6.4 6.0 6.2 5.8 9.0 5.4 4.4 10.4 
bP Soret ERs, НЕ 4.9 2.8 3.8 3.8 4.0 —0.6 3.1 —18.2 
Hungary * 
aes ones, SS 74 3.2 4.7 4.9 3.9 —1.9 4.9 —56.2 
See! с р ee 6.9 12.6 У 6.8 > 9.8 31.4 —8.9 
о... 5.0 4.0 4.2 4.5 3.0 
Е - 6.2 5.2 Sel SHU 5.6 
Poland = 
NUE! со ро Saree ee tera 11.6 15.9 10.9 11.3 9.0 26.6 27.3 24.5 
EoD IES ote) Gar gr Le ae 10.5 12.9 8.3 7.8 11.4 25 22.6 17.4 
к: 8.0 10.0 = on 4 ak ae 
SOLS Ve a | a ae SEE 12.2 я 
Soviet Union 
i oe a ae ee ee = и oul 4.5. a5 14.4 9.1 24.3 
a вах, fos caer cee z 4. 5.5 53 7.0 0.6 4.0 —4. 
ORS Se но В к 4.5 4.0 at ых ae У Ad 
И Е: <. gees 5.1 x a : i ice 
Sources: As for table 1.1. for social consumption refer ee Е Е Е щей 
= Data for personal consumption refer to consumption of the population. Data _‘ tions meeting the collective pers of the community or whole, ve ite 
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equity and equality policy considerations led to the 
reduction, and, in some cases, elimination of income 
differentials, where those differentials originated in the 
differing social and economic positions of particular 
social groups and strata. Above all, special attention was 
paid to families with low incomes and also to those with 
several children. The policy measures of 1975 should 
have brought about an above-average improvement in 
the material situation of such families. In this context, a 
pronounced concern was given to the working and social 
(family) conditions of female labour. 

Remuneration policies for employed persons empha- 
sized a gradual elimination of differences in incomes and 
working conditions of workers and office employees, of 
those employed in the material sphere and those employed 
in the non-material sphere. Special financial resources 
were provided in some countries with a view to mitigating 
wage differentials of workers doing the same job in 
different branches. Recent policies designed to equalize 
incomes, social benefits and working conditions of 
different social groups in agriculture—State and collec- 
tive farm employees and collective farm members—were 
invariably carried on. In some countries, reform of the 
old-age pension system was designed with a view to 
reducing differences in living conditions between working 
and retired. In addition, changes in the system of taxation 
of the population should help to reduce income differen- 
tials. In this connexion, taxes on low incomes—wages 
and pensions—were abolished or reduced. Additional 
and exceptional taxes were applied to non-labour in- 
comes and some types of property. 

The policy of bringing wage increases into a closer 
relationship with productivity changes remained the focal 
point of all the reforms related to labour remuneration in 
1975, as it had been in the previous years. Here, then, is 
a factor that accentuates spreading of income differen- 
tials. In this respect, policies in the year under review did 
not bring forth any innovation. There was, however, 
greater stress on bringing remuneration and other types 
of labour incentives closer to the policy of aiming at a 
more rational distribution of labour. Such a concern 
reflected at the same time the increasingly tight situation 
on national labour markets in most countries. In the 
Soviet Union, Poland and Romania, imbalances appeared 
increasingly, as a result of limited labour availabilities at 
regional and sectoral levels. In fact, they not infrequently 
co-existed with sectoral and regional surpluses, mainly 
in agriculture. Thus, a paramount concern of policy- 
makers was to promote a wider application of labour- 
saving schemes on a national scale, to reduce excessive 
labour turnover and non-productive use of working time 
and to correct regional and sectoral imbalances through 
a more efficient organization of labour exchange agencies. 
Within these programmes, wage incentives were granted 
a very active role. 

— Ш 1975, policies concerning balance in consumers’ 
_ goods markets worked more efficiently than in the pre- 
vious year. Increased supplies were recorded in all the 
countries and they largely exceeded income increases. 
_ Statistical data show that imports of consumers’ goods 
| were stepped up in all countries for which data are 
available, except Poland. Exports rose also but at rates 


lower than those for imports. Poland was again the 
exception and recorded the highest export increase. In 
Romania, export trends slackened. In other words, both 


domestic and foreign supplies reduced strains on home 
markets. 


Development programmes for consumers’ goods, 
approved in several countries in the course of 1975, were 
designed to meet consumer demand efficiently rather than 
to achieve the highest expansion of output. They incor- 
porated significant shifts in consumption patterns.’ These 
shifts took place because of steady increases in consumers’ 
incomes and changes in the structure of income distribu- 
tion of the employed population and of the population 
enjoying social benefits and pensions.* Also relevant in 
this regard are the rapid changes in conditions of social 
and family life of the population, which are due to factors 
such as the process of urbanization, the increasing partici- 
pation rate of women, the ageing of the population and, 
in relation to the young generation, the gradual intro- 
duction of universal secondary education. Supplies to 
consumer markets comprise also agricultural tools and 
equipment and chemicals used by private farmers or by 
collective farmers on personal plots. The importance of 
these supplies is particularly great in Poland, where a 
shortage of chemicals was reported last year. Strains on 
building-materials markets not infrequently persisted in 
all countries but were most significant in countries which 
registered a high share of construction of individually 
owned houses and apartments in total housing construc- 
tion. 


Retail trade prices remained stable or were kept within 
planned increases in 1975. No change in price policies in 
relation to the previous year took place in Bulgaria, 
Czechoslovakia, the German Democratic Republic and 
the Soviet Union. Price fluctuations were less than 
half of a percentage point when compared with the 
previous years’ indices. Such price policies certainly 
required an increasing quantity of budget subsidies. Data 
are available only for the German Democratic Republic, 
where subsidies for retail prices, tariffs and rents amounted 
to more than 13 per cent of the country’s retail trade 
turnover in 1975 and more than 10 per cent of the coun- 
try’s national income in that year. In Hungary, Romania 
and Poland, the policy of price adjustment was continued 
in 1975 and prices for some consumers’ goods were al- 
lowed to increase (with the exception of prices for basic 
food products). Consequently, consumer price indices 
went up by 3.8 per cent in Hungary and by 2.9 per cent in 
Poland. Price indices based on 1970 prices show an 
accumulated 14.6 per cent increase in Hungary and 
13.2 per cent in Poland during the whole 1971-1975 quin- 
quennium. In some cases price increases were compensat- 
ed by higher wages and incomes of the population. But 
budget subsidies in these countries too were a most 
important instrument of price policy. 


5In Poland a nation-wide discussion on rational patterns of 
consumption has been planned for this year by decision of the Party 
Congress in December 1975. 

п the German Democratic Republic, for instance, due to 
changes in consumer demand, priority in accelerated development 
of consumers’ goods sectors was given to a great extent to “‘superior”’ 
goods such as carpets, coloured TV sets, tape recorders, tools and 
equipment for gardening. 
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(iv) Foreign trade 


The main objectives in foreign trade in the 1975 plans 
basically reflected the over-all objectives of consolidation 
policy. The expansion of trade turnover was to be main- 
tained at a high rate, but considerably below the growth 
rates of 1973 and 1974. Only the Soviet Union, where the 
growth target was 13 per cent, envisaged an expansion 
of over 10 per cent in 1975. The intention was to improve 
foreign trade balances, which had deteriorated in most 
countries due to developments on western markets in 
1974. Moreover, the introduction of increased intra- 
CMEA contract prices required adjustments in foreign 
trade targets for 1975 in most countries. On the whole, 
foreign trade trends followed planned objectives: trade 
turnover for the region expanded by an estimated 9 per 
cent. Acceleration in relation to the 1974 trade volume 
took place in both major flows—in intra-CMEA and east- 
west trade. 


Foreign trade between the CMEA countries, to a great 
extent, focused around long-term agreements, and, 
increasingly, around industrial co-operation contracts. 
The long-term character of these arrangements was an 
important factor in the implementation of consolidation 
policy objectives. Nevertheless, trade performance in 
individual countries was not always in accordance with 
planned objectives. Increased intra-CMEA prices 
benefited countries exporting fuel and raw materials. 
Thus, only Poland and the Soviet Union could have 
recorded active balances in intra-region trade. The 
available data indicate trade deficits in Czechoslovakia 
and Hungary. This might also be the case in the other 
countries of the region. 


Trade with market economy countries, and in particular 
with western industrial countries, was characterized more 
by diverging trends in exports and imports than by a 
downward trend in total trade expansion. The balance 
position of the region worsened. The over-all trade 
deficit with western industrial countries for the period 
January-September 1975 almost doubled in relation to 
the whole of 1974, and reached an amount slightly below 
$6.5 billion in the year under review. The regional break- 
down of the deficit shows that its entire increment in 
1975 came from Soviet trade with the industrial west. 
The east European countries taken together reduced their 
deficit from $3.9 billion in 1974 to $3.7 billion in the first 
nine months of 1975. к 


Due to the strained situation in foreign trade and pay- 
ments relations in all countries of the region, policy- 
makers were concerned with the elaboration of appro- 
priate foreign trade strategies. It became clear that changes 
in the price structure on the world market and in the inter- 
national monetary system and capital market were not of 
a temporary character. Likewise, trade deficits could not 
be considered as a short-term problem which could be 
solved by a temporary and radical shift in export and 
import priorities. The trade dependence of east European 
countries, and to an increasing extent, of the Soviet Union 
as well, has reached such a level of intensity that trade 
problems could not be treated independently from the 
objectives of internal economic and social development. 


Trade policies relying on radical restrictions in imports 
could lead to improved trade balances in the short-run. 
But they would ultimately bring about new imbalances in 
domestic production and consumption structures which 
would impede economic expansion in major production 
sectors and, most likely, in the whole economy. It seems 
that the countries where import and export growth rates 
declined considerabiy in 1975 experienced a notable slow- 
down in industrial expansion. 


The trade strategy which was explicitly adopted in 
several east European countries did not aim at reducing 
trade but at raising its efficiency. On the import side, it 
aimed at giving priority to so-called essential imports— 
essential with regard to fulfilment of development objec- 
tives. On the export side, expansion is the key word. In 
order to expand exports, new strategies were elaborated. 
In domestic production and allocation policies, foreign 
trade promotion, and in particular export promotion, 
received a very high ranking in priority criteria. Sectors 
and enterprises producing for export were granted pref- 
erential treatment. But producers for export were required 
to adapt the quality of their goods to international tech- 
nological! standards and to establish a stable position on 
foreign markets—in brief, to be internationally competi- 
tive. The technological aspect was very heavily stressed in 
Czechoslovakia. A national conference dealing with 
foreign trade strategy was held in Poland in July 1975. 
The expansion of exports was accepted as a key strategic 
factor in maintaining a high rate of over-all expansion and 
in redressing trade balances, in particular in paying off 
trade deficits. Thereafter, the Polish Ministry of Foreign 
Trade elaborated and adopted “principles of foreign 
trade strategy to be applied during 1976-1980”. In 
Hungary, new foreign trade regulators were to come into 
force at the beginning of this year. They include export- 
promoting grants and incentives, and special treatment 
in the allocation of domestic and foreign credits. 


With increasing trade deficits in 1975, payments and 
debts problems in east-west trade have gained in import- 
ance. The problem of stability of foreign trade with 
market economies remained open. Complaints were 
expressed by eastern partners that elements of uncertainty 
were so large that all the plans of east-west trade were no 
more than “а vague prognosis’. The economic recession 
in the west, inflated prices, monetary instability and, in 
some instances, absence of long-term trade agreements 
were most often quoted as causes for such a state of 
affairs. 


The problem of the gap between foreign trade and 
domestic producer prices remained. The changes in 
producer prices introduced or planned in some countries 
are only first steps in the process of bringing domestic 
prices into closer relation with prices on the world market. 
Even in countries where flexible price policies have been 
adopted, the process will need a rather long period of 
time, most eh longer than a span of five years. 
Accordingly, budget subsidies have remained a key 
policy tool in counteracting the adverse effects of inflated 
prices on domestic price and cost structures. Exchange 
rates and customs tariff policies were used as well but 
were of a lesser importance. pith 


в 


2. PRODUCTION TRENDS 


(i) Agriculture 


In 1975, agricultural production stagnated or declined 
in most countries of the east European area. The main 
exception was Buigaria, where output increased by 7 per 
cent, recovering from the setbacks of the two previous 
years (table 2.1). 


Gross agricultural output in the Soviet Union in 1975 
amounted to 90 billion roubles, and was thus the third 
largest on record. However, it remained 5.5 per cent 
below the 1974 level. The 1975 plan expected agricultural 
output to reach about 104 billion roubles, which would 
have been a 9 per cent increase over the 95.2 billion 
roubles achieved in 1974.’ 


The weather in 1975 was particularly unfavourable. 
The year began with a mild winter and weather damage 
to autumn-sown crops was, during the 1974/75 winter 
period, less than normal in spite of the reported low level 
of snowfall. Spring was early and warm, making it pos- 
sible to extend the area under spring grains above the 
level of the previous year. But the weather then became 
increasingly dry and hot and there was a very serious 
drought in the summer. Thus, after a good start, the year 
ended with a major grain shortfall and an over-all decline 
in agricultural production. 


The drought had varying degrees of intensity in different 
regions. Throughout the country generally, the snowfall 
was lower than normal. Many southern regions of the 
European USSR were reported to have abnormally low 
soil moisture reserves as early as the beginning of spring. 
In May, June and July the drought extended throughout 
the Volga region to the Southern Urals, hitting the 
southern Central Black-Earth zone and a large portion of 
the Donets-Dniepr region in the Ukraine. Southern 
Ukraine was also seriously affected. Western and North- 
ern Kazakhstan was hit, as well as the Stavropol Krai 
and parts of the Rostov Oblast. Also, the Kuban was 

drier than normal. 


_ During the 1971-1975 plan period, gross agricultural 
production increased in the Soviet Union by 13.1 рег 
cent, compared with the previous five years. (This 
corresponds to an average annual rate of 2.5 per cent; see 
table 2.2.) The five-year plan target of a 20-22 per cent 
increase has not been met, owing to factors such as the 
unusually bad weather, some shortcomings and. bottle- 
necks in the field of mechanization, an inadequate supply 
of fertilizers, and various problems of an organizational 


7 Data in constant 1965 prices. 


nature, These factors particularly affected the crop out- 
put, which declined in 1971 and 1972, increased sharply in 
1973, and then declined again in 1974 and 1975. Animal 
output developed steadily throughout the quinquennium, 
although the rate of growth was affected by the lagging 
crop output. 


In east European countries, gross agricultural produc- 
tion expanded between 1971 and 1975 at annual average 
rates varying from 2.1 to 4.6 per cent. The fastest growth 
of agricultural production—4.6 per cent on average per 
year—was recorded in Romania. Good results were also 
obtained in Hungary and the German Democratic 
Republic where the planned growth targets of 2.8 to 3.0 
per cent and 2.4 per cent a year respectively were slightly 
exceeded. In Czechoslovakia and in Poland, agricultural 
production grew at an average annual rate of just under 
and just over 3 per cent respectively. In Bulgaria the 
average annual growth of agricultural output was about 
2 per cent. In all countries of the region, animal output 
developed faster than crop output throughout the 1971- 
1975 period. 


GRAIN PRODUCTION 


Total grain output of the east European countries and 
the Soviet Union amounted in 1975 to approximately 
213 million tons. This was about 22 per cent less than in 
the previous year. The average annual grain output of the 
area during the 1971-1975 plan period was 254.7 million 
tons, which represented a 12.3 per cent increase over the 


‚ previous five years (table 2.3). 


The shortfall in the 1975 grain output of the east 
European area widened the existing grain gap. It was 
stated in the Soviet Union in 1974 that Soviet grain 
needs for animal feed alone amounted to 106 million 
tons, and to 99 million tons for other uses. In the east 
European countries demand has exceeded supply in 
recent years by about seven million tons a year. The 
gap created by the shortfall of production in the east 
European area and by the rising demand for feed grain 
has been filled to a large extent by imports.® 


8 From July to September 1975 officially announced Soviet pur- 
chases of grain amounted to 16 million tons (of which 9 of wheat), 
10 million tons of which were purchased in the United States. 
Purchases for the 1975-1976 season have been estimated at 28 
million tons. According to a United States-Soviet Union agreement 
reached in October 1975, the Soviet Union will purchase a minimum 
of 6 million tons of wheat and maize each year with an option to 
buy an additional 2 million tons without Government consultations. 
The agreement has been concluded for a period of five years, begin- 
ning 1 October 1976 and ending 30 September 1981, unless extended 


(Continued on page 89.) 
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TABLE 2.1 


Gross agricultural output 


his eS 


Average annual percentage Indices of change in output 
change of output “ 1966-1970 = 100 Percentage share of output 
Country and period Total Crop Animal Total Crop Animal Е Стор Animal 
a er ES ee 
Bulgaria 
eS о бо 0.7 —0.8 3.0 iit 109.3 116.7 64.2 34.8 - 
О A. Md И ао, 7 —1.9 — 6.9 Seal 109.6 101.8 123.3 61.2 38.8 | 
ор нивы, о РС 9.3 и 2 119.8 os rat re ых 
И oengerotas 7.0 8.0 5.8 117.3 109.9 130.5 61.8 38.2 ; 
BWI MERE Sis Saat AL ieineccs 0 3.2-3.7 ar a 117-120 rie < ane Ae she 
LOTTO TS ee ee neers a 2.1 13: 3.8 110.9 106.6 120.5 63.1 36.9 | 
Czechoslovakia я F 
и. 4.7 6.3 3.3 117.7 113.3 121.5 45.8 542 | 
О ео ел 2.2 15 2.8 120.3 115.0 125.0 45.8 54.2 q 
РА, a ee 3.3 4.2 2.5 es >в С.) bi ste a 
LOTS ор wa eck sar ewan een ats —0.7 —2.9 1.1 119.4 Wl т/ 126.4 44.5 555 
Рац 1971-1975 Е. 21° oe ae oer br ae oe 24 
ЯД У С и а 2.9 1.9 3.8 115.6 109.9 120.8 45.2 54.8 
German Democratic Republic _ | 
(NSW сы Мои a РЕНО —0.6 —7.0 4.6 110.1 101.8 ТА 42.0 _ 58.0 
ПО Seen cae ee eae oe ee 725 9.1 6.3 118.4 111.1 124.5 42.6 57.4 
а т. 2.4 i At Е és за В 55 
MOPS heer eee Яя I —3.0 —9.6 2.0 114.9 100.4 126.9 39.7 60.3 
р. 24 Bs ins rebels wk se & м 
Я = о а лы ЗО О 2.8 0.4 4.5 111.0 103:33-4 = 117.3 42.3 57.7 
Hungary : 
OT see be ee oles aor kaa 6.7 8.5 4.5 120.1 120.7 п 42:73 
СЕ ак ates porte te Se 3.5 0.2 8.0 124.3 120.9 LIBS eS РО 
о 3-4 5-6 1-2 Я г. Раков, 43:6 11 
ТО оо Па 1.3 2.3 — 126.2 123.7 128.7 56.9 
Plan 1971-1975 оо ЕО 2.8-3.0 2.6-2.8 3.0-3.2 | a i Е oe a tes 
WISTS еее: ео 3.9 118.5 116.2 1213;: =. SOA AD 


Plan 


Production trends 


89 


TABLE 2.1 (continued) 


ИИ 


Average annual percentage 


change of output в 


Indices of change in output 


1966-1970 = 100 Percentage share of output 


Country and period 


Animal 


Total Crop Total Crop Animal Crop Animal 
Ukrainian SSR 
1973. 15.6 23.2 7.5 124.8 127.0 122.3 54.8 45.2 
OTA wae —1.7 —6.2 4.4 122.7 118.4 127 519 18.1 
и. —11.0 109.5 Ni 
Plan 1971-1975 3.6 sf a 119.0 
OA CW BF ор Sy Dan ee 2.9 53 4.55 115.4 


м 


Sources : National statistics; plans and plan-fulfilment reports. 
а For five-year figures average over previous five-year period. 


(a) Soviet Union 


In 1975, total grain output amounted in the Soviet 
Union to 140 million tons.® During the 1971-1975 plan 
period 907.6 million tons of grain were produced, or 
an average of 181.5 million tons a year. This represented 
an 8.3 per cent increase over the previous five years. The 


(Continued) 
by mutual agreement. The United States may reduce the quantity 
of wheat and maize available for sale to the USSR if its grain supply 
falls below 225 million tons. 

A trade agreement was also concluded between Poland and the 
United States in the autumn of 1975, under which Poland will 
purchase 2.5 million tons of grain a year over the next five years. 


® Although the quantity of grain harvested in 1975 was low, the 
quality was generally high, the moisture content being low. Soviet 
harvest data are given in terms of “‘bunker weight”’, i.e. the weight 
of the grain as it comes from the combine harvesters. Waste from 
excess moisture and foreign matter varies from 5 per cent in dry 
years, when there is no excess moisture and foreign matter to much 
more in years when there is a lot of precipitation at the harvest 
period. For instance, in 1973 there were frequent rains during 
harvesting, and the total waste from excess moisture has been 
estimated at 16 per cent. In 1974, when rain during the harvest 
season was again above normal, the waste has been estimated at 
12 per cent. 


> 1975 over 1970. 


1971-1975 plan target of an average annual grain harvest 
of 195 million tons has not, however, been achieved. 


In the Ukrainian SSR, the five-year plan target of grain 
output has been met, although the 1975 harvest was 26.3 
per cent below the high level of 1974. Between 1971 and 
1975, average grain output amounted to 40 million tons 
a year, or to 20 per cent more than in the previous 
quinquennium. 


In the Byelorussian SSR, the five-year plan target of 
grain production was exceeded by 7 per cent. Grain 
output increased by 56 per cent in comparison with the 
previous five years.}° 


The total area sown to grain in the USSR in 1974-1975 
amounted to about 130 million hectares and was the 
largest on record—3 per cent larger than in 1974. Under 
the 1976-1980 plan, emphasis is to be increasingly on 
extending the cultivation of high-grade fodder, e.g. 
protein fodder, and on increasing both the areas and 
yields of green fodder production. 


10 Average grain yields increased, between 1971 and 1975, by 10.2 
per cent. 


TABLE 2.2 
Agricultural production in the Soviet Union 
Annual averages Indices < 
Plan Plan Plan Plan 
1966-1970 1971-1975 1971-1975 1976-1980 1971-1975 1971-1975 1976-1980 


Unit 


SRE 


eae. Cr на 5 


Вены. СЕ Billion roubles, = 80.5 — 96.4-98.0 911 — 104-106 — 120-122 113 114-117 
constant 1965 
prices 
re Million:tons 167.6 195 181.5 215-220 116 108 119-122 
” 81.1 87 80.0% — 95-98 107 99* — 119-122 
Врага. . ( 
Potatoes ” 94.8 106 89.7 112 95 
” 19.5 25 22.8% 128 117 
ШУереаЫе......... 
_ Sunflowers Ries ” 6.4 7.0 6.0 110 94 
К а. ” 61 6.84 77 ill 126 
а. ” 11.6 14.3 140 — 15-15.6 123 121 
к ВА ” 80.6 92.3 87.5 94-96 115 109 
ae ae wena se Billions 35.8 46.7 51.5 58-61 130 144. «113-114 
Micon at: 398.0 464 441 117 1 


Thousand tons 


Sources: As for table 2.1. 
а 7,0-7.2 million tons in 1975. 


> Carcass weight. 
с Previous five years equals 100, 
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In the autumn of 1974, 29.2 million hectares were sown 
to winter cereals, which was somewhat below the plan, 
and amounted to 700 thousand hectares less than sown in 
the previous year. However, the winter-grain output 
was in the end affected less than other crop production, 
in spite of lower average yields, because fewer areas were 
damaged by frost and because a larger area of winter 
wheat was harvested. 

The area sown to grains and pulses in the spring of 
1975 increased by 3.6 million hectares, or 4 per cent, 
compared with the previous year. The spring wheat area 
increased by 3.7 per cent, the barley area by 6 per cent, 
the area under oats by 8 per cent and that under pulses 
by 5.5 per cent. The area sown to maize for grain was 
expanded by about 6 per cent, but the maize area finally 
harvested was almost 12 per cent lower than in 1974, as 
a considerable proportion of maize sown for grain was 
cut for fodder or for silage. In some regions a greater 
than normal area of grain seems to have beeen cut for 
early green feed, because of a shortage of fodder, reported 
in the spring. 

Soviet grain crops have been subject to considerable 
fluctuations." The extremes of these fluctuations from one 
year to the next, e.g. between 1972 and 1973, and between 
1974 and 1975, have exceeded 50 million tons. This 
phenomenon might be explained by the fact that in a 
number of areas, accounting together for about two- 
thirds of the Union’s gross agricultural production, 
droughts occur regularly. The agricultural production 
potential of the Soviet Union is constrained by its natural 
environment. Large parts of the USSR have a short 
growing and grazing season, in consequence of their 
geographic situation. Soviet agriculture is, generally, 
low rainfall agriculture and there are relatively few 
regions which combine rich soils and high, dependable 
rainfalis.2 At present, about 15 million hectares of land 
are under irrigation, which is 7 рег cent of the total 
arable land.1* However, the irrigated land is used more 
for cotton, vegetables and fruit than for grain. Generally, 
with the exception of rice, very little grain is cultivated 
on irrigated surfaces. As a result, in the years when 
there is enough moisture, modern farming methods 
yield the expected results and make it possible to increase 
the harvest quite considerably. However, in years of 
drought, the effect of fertilizers and mechanization is 
considerably reduced. 


Among the main targets of the 1976-1980 five-year 
plan in the agriculture sector is the stabilization of grain 
production. The plan recommends the building-up of zones 
of guaranteed crop yields on improved lands, which should 


11 Wheat production, in particular, has been characterized by a 
considerable year-to-year variability. At the same time, wheat has 
contributed as much as all the other grain varieties to the expansion 
cf grain production in recent years. 


12 A meeting of the Presidium of the All-Union Academy of Agri- 
cultural Sciences, held in Moscow at the beginning of February 1976, 
“.scussed measures to combat drought. On average a drought 
``сигз every two years in areas which have a continental climate. 
_. considerable land-improvement programme is being implemented 

‚ combat losses due to drought and the prevention of wind and 

ter erosion is being paid increased attention. 

13 In 1975, the areas under irrigation yielded over 20 per cent of 

al Soviet plant production. 


make it possible to regularize the production of marketable 
grain. In particular, more maize should be cultivated on 
irrigated lands and put on the market than in the past. 
The plan also states the need to increase grain stocks 
and to enlarge storage facilities, since existing storage 
capacities are not considered adequate. Between 1976 
and 1980, 3.5 billion roubles is to be invested in the 
construction of silos and storage space, which should 
accommodate 40 million tons of grain. 


(b) Eastern Europe 


In east European countries, the total 1975 grain harvest 
amounted to approximately 73.2 million tons. It has 
also been greatly affected by unfavourable weather and 
was about 5 per cent lower than in 1974. During the 
1971-1975 plan period, the average grain output in the 
east European countries amounted to approximately 
73 million tons a year, or to 23 per cent more than in the 
previous five years. The five-year plan target for grain 
output was surpassed in Hungary and in Czechoslovakia 
and just about met in Bulgaria, whereas in the German 
Democratic Republic, Poland and Romania results fell 
short of the plan expectations. 


The Bulgarian grain harvest is reported to have in- 
creased in 1975 by about 16 per cent. The five-year plan 
target, which called for a 16 per cent increase over the 
output level of the previous five years, has been fulfilled. 
In 1975 there was a record maize crop and a good crop 
of barley. Wheat output declined by 4 per cent owing to 
a reduction in the sown area. 


In Czechoslovakia, the 1975 grain harvest amounted 
to 9.5 million tons. It was the third largest harvest on 
record although it was about 9 per cent lower than in 
the previous year. The total grain output of the 1971- 
1975 plan period amounted to 47 million tons, exceeding 
by 12 per cent the five-year plan target. Although the 
total level of grain output increased quite remarkably, 
the structure of output has been questioned on technical 
grounds. In particular, the proportion of wheat (about 
half of the total) appears too high compared with coarse 
grains, considering that about 7 million tons of grain (or 
75 per cent of the average domestic output) have been 
used for animal feed each year. Maize cannot be grown 
in all regions of the country given the climatic conditions. 
However, it has been estimated that the present level of 
output could be doubled, and that State purchases of 
maize for feed-mix manufacturing should be consider- 
ably extended. In 1975, maize output increased by 33 
per cent, as compared with the previous year, while the 
average yield went up by 26 per cent. However, during 
the 1971-1975 plan period, maize production expanded — 
relatively less fast than total grain production. 


In the German Democratic Republic, the 1975 grain 
harvest has been estimated at 9 million tons. This was 
3.3 per cent over the 1971-1974 average but 8.2 per cent 
below the 1974 crop. In spite of the production setback 
the plan for State procurements of grain was fulfilled. 
During the 1971-1975 plan period, both output and 
average yields of grain increased by 26 per cent. The 
average yield for cereals was 36.2 quintals per hectare. 
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In Hungary there was a good maize harvest in 1975; 
utput was 14 per cent higher than in 1974, and the 
verage yield increased by 19 per cent. Wheat output 
owever, declined by 20 per cent, and total grain output 
emained 3 per cent below the previous year’s level. 
setween 1971 and 1975, total Hungarian grain output 
mounted to 57 million tons, having increased by 36 per 
ent (or at an average annual rate of 6.3 per cent), as 
ompared with the previous five years. Total output of 
vheat and maize increased by as much as 43 and 46 per 
ent respectively, while output of other cereals became 
ess important. 


Between 1971 and 1975, Hungarian agriculture made 
onsiderable progress in the development of technology. 
Зу 1975, large-scale (or ‘‘closed production”) сгор- 
rowing systems had been extended to comprise 953 
housand hectares, ог 18.5 per cent of total arable land," 
Е which 60 per cent was sown to maize. This system is 
elatively capital-intensive. However, it has reduced the 
ost of maize cultivation in Hungary by 15-20 per cent. 
Nhere conventional production methods required 52 to 
| hours of labour, the new system requires only 5.1 to 
.5 hours.?® 


In Poland, the cereal harvest declined in 1975 by 14.6 
ег cent owing both to a reduction in the area under 
ereals and to a drop in yields. Relatively speaking, the 
est results were obtained with respect to barley, which 
yenefited from an increase in sown area. But the output 
+ both wheat and rye declined by 20 per cent. It has 
ееп reported that the grain procurement plan has been 
ulfilled with considerable difficulties. It would seem 
hat the contracting system for farm produce, introduced 
n 1970, has given satisfactory results in years of good 
larvest, but has been more difficult to implement in years 
+ average crops. However, throughout the 1971-1975 
lan period, the system has proved beneficial to farmers 
or whom it ensures the profitability of plant and animal 
woduction, as well as an increase of incomes at a pace 
esembling the growth of wages in the socialist sector of 
he есопоту.18 


Between 1971 and 1975, the average annual grain out- 
ut in Poland amounted to 21.2 million tons, and was 
2 per cent higher than in the previous five years. The 
verage grain yield increased during the same period by 
9.3 per cent. Areas sown to grain declined somewhat 
lue partly to a switch to other cultures, e.g. sugar-beet, 
nd partly also to a general reduction of the sown area, 


14 Тре introduction of large-scale crop-growing systems was 
acilitated by the amalgamation of collective and State farms, which 
90k place in Hungary, as in all countries of the region, between 
971 and 1975. 

15 Between 1971 and 1975, Hungarian agriculture received $60 
Шоп of foreign exchange credits for the purchase of equipment 
this system. The system—which was readily accepted by collec- 
farmers—would have been extended even further but for the 
hortage of credit. In 1976, its extension to another 200 thousand 
ectares was authorized by the Government. | 

16 Real incomes of the rural population increased in Poland 
etween 1971 and 1975, by an average annual rate of 5 per cent. 


j 


connected with the social changes currently taking place 
in the Polish countryside.!” 


In Romania, grain production increased in 1975 by 
12.3 per cent as compared with 1974, and amounted to 
15.2 million tons. Owing to unfavourable climatic con- 
ditions and to repeated flooding,!* the results of grain 
production under the 1971-1975 five-year plan seem to 
have been on the low side. The average annual grain 
production reached 15 million tons, whereas the plan 
reckoned with 16.9 million tons. Compared with the 
previous quinquennium, grain output increased by 8.5 
per cent. 


FODDER AND OTHER CROPS 


The fodder problem has received considerable attention 
in all countries of the area recently. During the 1971- 
1975 plan period, the output of animal feed (other than 
grain) is reported to have developed at a slower rate than 
grain output, and the five-year plan targets of fodder 
output have presumably not been met in most countries. 
Domestic fodder output had thus to be supplemented by 
imports. 


In the Soviet Union, the 1975 fodder production was 
affected by the summer drought. A smaller quantity of 
root crops and less hay was produced than in the previous 
year and the supply balance remained strained. It was 
possible to maintain cattle numbers at the 1974 level, 
but the number of pigs declined sharply. 


The composition of animal feed has been given in- 
creased attention in the Soviet Union recently. Two- 
thirds of fodder have come until now from field cultures 
and only one-third from hayfields and pastures. Natural 
fodder land however, covers an area 50 per cent greater 
than the total arable land. It has been decided, therefore, 
to raise substantially the productivity of hayfields and 
pastures in order to increase the proportion of green 
feed in the feeding rations. 


In the east European countries shortage of fodder has 
been blamed for slowing down the growth of animal 
production towards the end of the plan period. However, 
in Poland for instance, good progress was made during 
1971-1975 in increasing the yields of green feed and the 
yields of hay from pastures and meadows. Surfaces 
sown to protein fodder (mainly pulses) have been increased 
considerably. 


17 The majority of private farmers now belong to the higher age 
groups. Thus a part of the land is not cultivated in the most rational 
way. The State gradually takes over land from private owners 
against the payment of a pension or against a payment in cash. 
Between 1971 and 1975, the State took over 750 thousand hectares 
of privately owned land, of which 550 thousand against a pension 
or cash payment. Altogether 800 thousand hectares were transferred 
to State and collective farms during the 1971-1975 quinquennium. 
State and collective farms now cultivate 20 per cent of the total 
arable land. In 1975, they produced 33 per cent of the total cereal 
output and 27 per cent of all animal products. More than 280 co- 
operative farms have been set up between 1971 and 1975, 120 of 


them in 1975. 


18 Jn 1975, 800 thousand hectares of agricultural land were flooded 
and 100 thousand hectares of crops were seriously damaged. 
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TABLE 2.5 
Livestock and livestock output 


(Livestock in thousand heads; meat, milk and wool in thousand tons, eggs in millions) 


OE 


Livestock # Livestock output 
Se ee eee ee 
of which: Sheep of which : 

Country and period Cattle cows Pigs and goats Meat poultry Milk Eggs Wool 
ааа ый 
Bulgaria 

TO7OM tote Veh АВЕС 00 1 353 628 2 369 10 013 476 ae 1 632 1 617 29 
и он 1 622 677 3 422 10 090 580 we 1 782 1 742 33 
О ee See ge I, Fates chai 1 656 670 3 889 10 020 659 a 1 747 1 845 34 
197 e19/7 Sih о С д eon on 1 567 666 3 030 10 226 577 0 1 728 1 743 32 
Czechoslovakia 2 
SOT Ogee а en rch 4 288 1 881 5 530 981 1315 81 4 650 3 733 
ieee | ee eRe CIC eS ab ea 4 566 1 927 6 719 811 1 602 113 5 338 4 468 | 
ПД о м о О oe 4 534* Но а ue Ais 7 5 310* 4 495* 
RAE сое ude ac 4 494* x 6 930* an a si 532% 4 267* 1 
German Democratic Republic 
ео ое 5 190 2 163 9 684 1733 ¥ 1271 85 7 091 4 442 
EG, 2 Е ое 5 585 PANG 11°519 1912 1598 124 8 075 4922 
197.5 о AR Peri а И 5 532 2 155 11 501 1935 тие: 38 127 8 095 5 047 
ОН о oe se 5 454 2164 10 845 1828 1511 114 Chel Si 4 691 
Hungary ‘ 
SOME eee ем 1911 763 7311 2 396 1040 — 224 1 726 3 280 9.8 
NOT Ae a Sete tae ia, “ola dash oeee te 2017 797 8 293 2056 1361 264 1851 3 628 8.3 
о р. 1900 790 6 900 20802 1 455* ah 1 795* 4 000 8.7 
Е Se en na Bacher cet wt a, Me 1925 777 7 531 ea 1308 aa 1 755 3 520 8.3 
Poland 
ПИ ое о вит И 10 220 5 829 13 863 2 788 2 187 128 14 988 6 941 8.9 
м а sae aera ars 12 815 6350 21708 2 760 3 072 206 16 802 7 865 9.0 
О с р д 13 046* 6255* 21510%*= 12898* 3 040* ow AS 7991 а. 
О LR) а . 11999 6160 20128 2774 2708 ie 16 122 У ^ a 
Romania ; | 
И со И НЕЕ оО 5 216 2 625 6 359 14 354 15393 se 3 793 3 537 29.7 
1974 Sng) Se SO eae Pree 5 983 2997 8 566 14372. 1 926: = ae 4 348 ВТ 
ee Rca eS At oe anaes ies ao 6 126 3 030 8 812 13 867 2 007 ie ie 4 234 4 642 
| о 11975 Е re cr 5 670 2 830 7580 14150 1 842* =» » 4016 ~ 4080. 
. $ р ь >. т : = а 5 5 ale 
© Eastern Europe р ®= Е» “aa и ых 26 + 2 ore 
а —- 13 889. "45 1160992 265 ~ FoR, == 2350 = 
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TABLE 2.5 (continued) 


eee 


Livestock % Livestock output 
of which: Sh < я 
Country and period Cattle т Pigs and pa Meat Е Milk Eggs Wool 
Soviet Union and Eastern Europe Г 
ON): aa UR ЕО ЗО В 127 403 54901 112599 175 686 19 960 64 290 
[on te ee nas ee 141 710 56815 132499 183 233 24 753 82 777 
И ae 143 902 Pe ss aie 
PSD Saw ots irks, 4 137 682 123 731 : 


eee 


Sources: As for table 2.2. 


Norte. Meat in carcass weight for Bulgaria, the German Democratic Re 
beef, veal and pork only), and for Romania, Milk in millions of litres for 
Czechoslovakia, the German Democratic Republic, Hungary and Poland, t 


в End-of-year census. 
> Excluding goats. 


In the German Democratic Republic, between 1971 
and 1975, production of green feed and silage maize 
slightly exceeded the 1966-1970 level, whereas output of 
fodder root crops remained considerably below the aver- 
age level of the previous five years. On the other hand, 
there was a gradual switch to industrially processed fod- 
der, the share of which in total feeding rations increased. 
Production of straw pellets, for instance, went up quite 
considerably—in 1975 by 160 per cent. (See text table 
below.) 


Selected fodder crops in the German Democratic Republic 


(Thousands of tons: yearly average) 


1971-1975 
1966-1970 1971-1975 19754 1966-1970 
Fodder root crops. . . 10198 5 550 3 090 54.4 
Green-field fodder. . . 3 833 3 841 3 707 100.2 
Bilage таре... .. 10 478 10 901 9 600 104.0 


а Estimates derived from data on yields and sown areas. 


In Romania, considerable efforts were made during 
the 1971-1975 plan period to increase fodder output and 
fodder processing. New plants for fodder manufacturing 
have been put into operation in order to supply newly 
built large-scale modern breeding farms. In 1975 fodder 
production is reported to have developed satisfactorily. 


In Czechoslovakia, the development of fodder produc- 
‘tion has been made a priority target of the 1976-1980 


five-year plan in the agricultural sector. In the next five - 


years, cereals are to be partly replaced by other products 

‘or feeding animals, particularly for feeding cattle. The 
Bis of hay and green feed should be considerably in- 
reased, and the area under pulses for fodder should be 
extended by 45 per cent. 


In 1975, potato production increased in the Soviet 
Union by 9.2 per cent as compared with the small crop 
of 1974. However, it declined in all east European coun- 
ries (table 2.4). Between 1971-1975 potato production 


public, Hungary, Poland and the Soviet Union; in live weight for Czechoslovakia (including 
Czechoslovakia and Romania, and in thousand tons for other countries. Chickens’ eggs for 
Otal eggs for Bulgaria, Romania and the Soviet Union. Wool—raw оп а greasy basis. 


was below the level of the previous five years in all 
countries of the area with the exception of Romania. 


Although the Soviet vegetable output declined some- 
what in 1975, as compared with the previous year, the 
average level of output between 1971 and 1975 was about 
17.5 per cent above the level of the previous five years. 
During the 1971-1975 plan period, the area sown to 
vegetables and yields has increased. State procurements 
of vegetables have expanded even faster than output. 
More than 600 thousand hectares of land under vegetables 
are irrigated, and chemical fertilizers have been applied 
at a rate of about 8.5 quintals per hectare. Vegetables 
are now grown in all Union Republics. 


Soviet sugar-beet production for 1975 exceeded the 
1974 level by about 2-3 per cent. In Bulgaria, Hungary 
and Poland, sugar-beet production also increased in 1975, 
mostly owing to a growth in the sown area. In Czechoslo- 
vakia, the German Democratic Republic and Romania, 
on the other hand, sugar-beet production declined. During 
the 1971-1975 plan period, both the Soviet Union and 
the east European countries experienced some difficulties 
with sugar-beet cultivation. Total output of the area 
was lower, between 1971 and 1975, than in the previous 
five усагз.1° Towards the end of the plan period, however, 
the output trends were partly reversed, and in many 
countries areas under sugar-beet were expanded. In 
Hungary, for instance, the area under sugar-beet in- 
creased from 98 thousand hectares in 1974 to 123 thousand 
hectares in 1975. 


Between 1971 and 1975, the Soviet Union and other 
countries of the region imported considerable quantities 
of sugar, mainly from Cuba but also from other countries 
such as Brazil and Australia. The 1975 crop should 
alleviate the situation somewhat. Under the 1976-1980 
five-year plan, the sugar-beet cultivation is to be enlarged 
in all countries of the region, both through an extension of 
sown areas and through an increase in yields. 


19 Apart from the fact that total volume of sugar-beet output 
tended to fall behind the planned target, some countries had had a 
problem with the sugar content of the beet crops. In Hungary, for 
instance, the sugar content has been declining steadily from the 
earlier average of 15-16 per cent to about 12 per cent in 1975. 


‘ 
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During the 1971-1975 period the USSR has made out- 
standing progress in cotton production. The average 
level of output between 1971 and 1975 was 26 per cent 
higher than in the previous five years. Although output 
declined somewhat in 1975 by comparison with 1974, it 
reached 7.9 million tons whereas the plan reckoned with 
a cotton harvest of 7.0-7.2 million tons (five-year plan 
target set for the last year of the plan). 


ANIMAL OUTPUT 


In 1975, animal output developed at a slower pace 
than in 1974 in all countries of the region for which 
information is available, with the exception of Bulgaria. 
It remained unchanged in Hungary and declined in 
Poland. During the 1971-1975 plan period, the fastest 
growth of animal output was recorded in Poland and in 
Romania. In Czechoslovakia and in the German Demo- 
cratic Republic animal output developed at a slightly 
faster rate than in the previous five years. In Bulgaria 
and in Hungary, on the other hand, the growth of animal 
output slackened somewhat. 


In the Soviet Union cattle numbers increased, between 
1970 and 1975, by 12 per cent, or by an average of 2.3 per 
cent a year. In 1975, they increased by 1.8 per cent. In 
the east European countries cattle numbers increased, 
between 1970 and 1975, by 17 per cent or by an average 
of 3.2 per cent a year. A particularly fast expansion took 
place in Bulgaria, Poland and Romania, while in Czecho- 
slovakia, the German Democratic Republic and Hungary 
the growth was more moderate. For 1975, declines have 
been reported in Czechoslovakia, the German Democratic 
Republic and Hungary, while in Bulgaria, Poland and 
Romania, cattle numbers continued to grow. (See table 
2:5.) 


The tight feed-grain situation (among other factors*°) 
had an impact on pig numbers, which declined in 1975 in 
the Soviet Union and in the majority of east European 
countries (with the exception of Bulgaria and Romania). 
In the Soviet Union the stock of pigs was reduced by 20 
per cent. 


In the countries for which information is available, 
livestock numbers declined more in the individual or 
subsidiary sector than on co-operative and State farms. In 
Poland, e.g. the numbers of pigs diminished in 1975 by 
5.2 per cent in individual farming, while it grew by 30.8 
per cent and by 20 per cent on co-operative and State 
farms respectively. In Hungary, livestock numbers, 
particularly pig numbers, were considerably reduced on 
subsidiary plots in 1975.21 In the Soviet Union the share 
of livestock production in the subsidiary sector also 


ne In some countries, e.g. in Hungary, prices of slaughtered animals 
paid to producers have remained unchanged for some time, while 
prices of other products have increased. There was also a rise in 
wage costs. These two factors made animal breeding less profitable. 

21 There were, however, a series of Government measures taken to 
encourage pig breeding in the subsidiary sector, e.g. the reduction of 
the purchase price of sows, the distribution of fodder with each sow 
purchased for breeding purposes, etc. 


declined, although in absolute terms output has remained 
substantially unchanged in the past few years. 


In the Soviet Union, meat output amounted in 1975 
to 15.2 million tons, 4 per cent above the 1974 level. On 
a per capita basis, the 1975 meat production was near to 
60 kg. The 1976-1980 five-year plan reckons on an 
average annual meat production of 15-15.6 million tons, 
which is practically identical to the output of 1975. The 
level of meat production should remain unchanged, or 
increase only marginally between now and 1980. In 
eastern Europe meat production expanded in most 
countries in 1975. The exception was Poland where meat 
output declined. The 1975 increase in total meat produc- 
tion in the region can be estimated at 2 per cent as 
compared with the average annual rate of about 6 per 
cent between 1970 and 1975. 


State procurements of meat increased, in 1975, in 
Czechoslovakia by 5.3 per cent, i.e. by about the same 
rate as the yearly averages throughout 1971-1975. In the 
German Democratic Republic meat procurements went 
up by 8.1 рег cent in 1975, which was considerably more 
than the 4.6 per cent annual average in the 1971-1975 plan 
period (table 2.6). 


INVESTMENT 


In the Soviet Union agricultural investment amounted 
in 1975 to 31 billion roubles, which was 9 per cent more 
than in the previous year and corresponded to plan. 


Total investment in agriculture, under the 1971-1975 
five-year plan, amounted in the Soviet Union to 131 
billion roubles (table 2.7). This was about 60 per cent 
higher than in the previous five years. Agricultural in- 
vestment represented, in the years 1971-1975, 26 per cent 
of total capital investment in the whole economy. Of 
total outlays of 131 billion roubles, 82 billion came from 
Government agencies and 49 million came from collec- 
tive farms. 


About 40 per cent of the total 1971-1975 investment 
went into stock-breeding (including the construction of 
industrial stock-breeding complexes). A_ substantial 
share was also allocated for land reclamation, for the 
construction and improvement of storage facilities, and 
for purchases of tractors and agricultural machinery. 


In the Soviet Union, tractor deliveries to agriculture 
increased in 1971-1975 plan period by 16 per cent com- 
pared with the previous five years, and amounted to 1.7 
million vehicles. The largest yearly share of the total 
deliveries was carried out in 1975. In that year, 370° 
thousand tractors were supplied to the agricultural sector, 
or 16 per cent more than in 1974. In the earlier years of 
the 1971-1975 plan period, tractor deliveries tended to 
fall somewhat behind schedule. (See table 2.8.%) | 


23 At the beginning of the 1971-1975 plan period, the number of 
Sale Bem 000. bas of р land was considered by Soviet. 
ex о -40 per cent below optimum level. И У 
ekonomiki, July 1973, р. 42. : ae ae 
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TABLE 2.7 


Inputs in Soviet agriculture 
В i р 


Five-year totals Indices 2 
Pl Plan Plan 
Unit 1966-1970 tre 1971-1975 1976-1980 1971-1975 1971-1975 1976-1980 
Total investment. ...... Billion roubles, 82.2 128.6 131 ВУ 156 159 131 
constant 1969 
prices 

of which: 

State investment .... . |.) 45.2 82.2 82.2* т т ты ae 

Collective farms investment. 2 29.4 46.4 49* 56 125 132 
Deliveries: 

MFACtOLSecee Pte. eye one Thousands 1 465 1 700 1 687 1 900 116 115 113 

Grain combines ..... в. 469 541 449 538 115 96 120 

В жа 5S oe a 717 1000 1000 1350 153 153 123 

Mineral fertilizers? ... . Million tons 45.6 75¢ aes 115 164 161 157 


Sources: As for table 2.1. 


в Supplied in last year of each planning period. Total supply of fertilizers between 1971-1975 amounted to ca. 300 million tons. 


> Previous five years equals 100. 
¢ The revised version of the plan gave a figure of 72. 


In east European countries, tractor deliveries continued 
to develop satisfactorily under the 1971-1975 five-year 
plan. The greatest effort was made in Poland, where 
total tractor deliveries between 1971 and 1975 were 58 
per cent higher than in the previous five years.” 


In the Soviet Union, 53 per cent more trucks were 
supplied to the agricultural sector between 1971 and 1975 
than in the previous five years, and the plan target was 
met. Deliveries of combine harvesters, however, were 
below the plan level. By the end of 1974, 66 per cent of 
the planned total for the five-year period were actually 
delivered. Although in 1975 deliveries increased by 10 
per cent compared with 1974, total harvester deliveries 
between 1971 and 1975 remained below the plan. 


In east Europe, deliveries of combine harvesters in- 
creased satisfactorily during the 1971-1975 plan period. 
In Poland they rose by 27 per cent over the five years, and 
by 8 per cent between 1974 and 1975. In Czechoslovakia, 
deliveries increased in 1975 by 3.8 рег cent, and over the 
_entire quinquennium by 18 per cent. East European 
agriculture is now well equipped with harvesters, and 
grain growing is almost entirely mechanized. 


Fertilizer supplies increased in the Soviet Union in 1975 
by 15 per cent compared with 1974. During the 1971-1975 
plan period, fertilizer deliveries were below the plan 
target, although fertilizer application increased over the 
five years by as much as 60.6 per cent. 


In east Europe, fertilizer supplies increased between 
1971 and 1975 particularly in Hungary (fertilizer appli- 
cation per hectare of arable land more than doubled), 
followed by Poland and Czechoslovakia. As shown in 
table 2.8, the highest intensity of fertilizer application is 


= As a part of investment and credit policy for the individual 
farming sector, special credit arrangements were made to allow 
smallholders to acquire a “family” tractor. 


- vidual countries. However, the intensity with which these 


to be found in the German Democratic Republic, in 
spite of a more moderate growth in recent years than in 
some other countries of the area. 


(ii) Industry 


Industrial production in the region continued to expand 
rapidly in 1975, although at a somewhat slower rate than 
in 1974. According to preliminary data, the growth rate 
declined from 8.5 to some 8 per cent. The change in 
the rate of expansion was greater for the Soviet Union 
than for the east European countries taken together. A 
decline in the growth rate of the region was anticipated 
on the basis of the annual national plans, but the slow- 
down was less than envisaged. 


The pattern of growth of gross output and of labour 
productivity is set out in table 2.9. In Bulgaria, Czecho- 
Slovakia and Poland growth was faster than in the pre- 
ceding year, but it was slower in the German Democratic 
Republic, Hungary and Romania. The acceleration of 
the already fast growth of labour productivity in Poland 
and to an even greater extent in Bulgaria is especially 
notable. | 


Annual fluctuations in the growth rate of industrial _ 
production reflect a wide range of influences. In looking | 
for the major factors which influenced the rhythm of 
growth in 1975 it is not difficult to find the common ones, _ 
ie. those which under certain conditions may have 
created a strong coincidence in the fluctuations in indi- 


, а ©“ 


factors operated varied greatly, which—together with 
the impact of specific factors—resulted in a rather wide 
spectrum of performance. | 
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TABLE 2.8 
Stocks and deliveries of farm machinery and chemical fertilizers 


(Machines in thousands, fertilizers in thousand tons) 


© SSS Sg a ee ИЕНИНЯ 


Stocks 
Tractors 
Fertilizer Supplies ® 
Total Agricultural Deliveries Se ай 
Ум—— land per SE kglha 
м Physical J tractor in Grain Tractors Grain a, 
‘ountry and period units 15 hp. hectares а combines (physical units) combines Total arable land 


a ОАО И 
Bulgaria 


И ed ae ee a rr 122.2 38.8 10.0 me 0.9 633 133.4. 
O74 weer ome, ВЕ. о 132.1 35.9 9.5 Е a 567 119.6 
WTO MCR ae anette Se eS. aU, re 136.0 те 620* 134 
9 5 М В ока 620 
Czechoslavakia 
он ое. 141.0 250.7 50.1 18.3 9.9 5 1 417.3 285.34 
С ор ба, A ied 141.9 263.6 49.6 18.7 9.5 2.6 1405.7 284.44 
О Ир: бе. > aS к. Fae, 10.0 2 aN 222¢ 
. Е Co a a a a a Be ка ae ae 9.8 2.0 no 200.6¢ 
German Democratic Republic 
5 IVE OOS д ОИ 143.3 os 41 11.9 9.6 153 19755 361 
‘ с 141.7 ee 42 11.0 9.8 1.4 1 840 376 
} а имо 140.0 ae 42 11.2 9.3 1.4 1826 370 
и. 144.0 ~ 44 12.9 8.8 1.3 1 728 355 
_ Hungary 
IIB): 8 ое АА Aste ee oe 64.8 120.5 105 13.6 6.65 1.7 1 202 216 
LOG ates BR, en Te о 63.6 122.5 107 13.7 Aa 1.8 1 336 243 
У. Е м 23 BS и: ae Sf 1.9 1470 270 
SLOT Sab as a ees Rae a ва oe nae их ie ‚ 1.8 1 196 2 
_ Poland . Bilas 
a see Ca СВ д мае С 418.2 60.5 19.2 41.0 2.3 _ 3047 205.9 
А о.’ 6 >. 364.8 478.9 — 52.8 ae 40.5 2.6 231343 226.4 
Se ae ee ee on ca. 400 eke ECan 48 ri 42.4 2.8 3 479 5235.6 
_ ЛЬ Pen ie bo aks В ee 60 we 39.1 2.3 ‘253 066 a 208.6 : 
* + ne ithe a me. ; я - } , ы - eee Е 
т ое, Ae 65 204.5 127.9 53.7 TS аи Ь 7146 74.0. 
а. 116.8 206.4 127.8 Звания 63:9 5.1 Ре 5. 83.8 


Ce ЕТ 
144.5 “SATO ee OTS Oe _ ао и 
т о 


= x ~ i ee 
ae Yee 
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TABLE 2.9 
Gross output, employment and output per man in industry 


(Annual percentage change) 


О LSS SS Ses Sas SSeS eee aa 


Country and period Gross output Employment Output wee man Country р period = se bales Sine Output Fs man 
2 3 ; 
Е ЕЛЬ ee ee и ее ee 
Bulgaria Poland 
ПО, о 9.3 2.4 6.7 19734 г зе И oe 11.3 2.9 8.2 
ПОЙ дат БИН 8.5 2.0 6.4 1974 2 и а о 1155 2.5 8.8 
о ее жа 8.0 aes nies Plans 9 11.44 1.94 9.34 
197 Sie о о Ия 9.9 1.94 7.9 1975 eee at а 12.34 1.5 10.64 
2130 1971-1905 9.2-9.9 1.5-2.1 7.6 Рав 1971-1975. 8.2-8.5 2.5 5.6-5.9 
С Бо в в 9.2 ЛА a, 1971-1975 6 oes see ee 10.8 3.0 7.6 
Czechoslovakia Romania 
О cata eee ees 6.4 0.7 Sy и а 14.4 6.9 7.0 
и. 6.2 0.8 5.4 1974 we ee ео а 14.6 7.0 7.1 
[2901 97 6.4 0.8 5.4 Рай 1975 15.0 4.34 10.3 
INE on Mia Boel fated Me Chas 7.0 0,94 6.1 19 7S oro eer 12.4 4.94 hod 
Plaine 971-1975. eee ce 6.0 0.5 5.4 Plant971-19 75a 11.0-12.0 3.5-4.4 7.3 
о Ба во < 6.6 0.7 5.9 : 19715197 Sc Ae eee 12.9 6.1 6.4 
German Democratic Republic ¢ Eastern Europe 
ICY RSS ORS трение Gee 6.8 0.7 6.1 1973 ote a ee 9.3 2.5 6.6 
DOTA ee ЧО а <5 8 7.4 0.6 6.8 1974 oes ae ee 9.6 2.4 7.0 i 
Plan СЛЕ cee ne 6.3 a ne Planyl 9752 xan eee 9.1 
Я о ees 6.4 — 6.4 1975S. Pe See eee 9.3 Ar, me 
“Рай 19711975. с. 6.0 —0.2 6.2 Plan: 1971-1975 въ : 7.7° it 5.9 
IAB CR Aha о 6.4 0.4* 6. 1 197191975 be cc eee ere aonte 8.6 ae 
Hungary Soviet Union 
OR Gs ee 7.0 168) 5.6 LY A а ay Ue 1.3 6.1 
1974 ооо Gaeta 8.5 0.9 7.5 197 4 xe) cake о 8.0 1.7 6.2 
РП. 6.0 0.0 6.0 Рае 6.7 1.0 5:7 Е 
ие. 4.9 —0.2 5.1 1975. Oy que a des 1.5“ 5.9 Bs: 
Plan 1971-1975 ..... 5.7-6.0 1.5 4.1-4.4 2131119711975 aa oo. 7.65 11 64 1 
1971-1975. ве ое 6.5 0.2 6.3 | 1971915 и 7.4 1.4 5.9 
Byelorussian SSR | | Eastern Europe к а 
ОЕ а 2.5 75 | and Soviet Union | ec 


Plan Het | ese: 
1971-1975 . 


у : ie Ae у я Rs 
rs р 13 вау Ane ta 
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None of the centrally planned economies turned out 
to be immune from the influence of developments on 
world markets. Falling import demand in the industrial 
market economies, and the increased price of imports, 
affected industrial performance in Hungary in particular. 
It also created difficulties in Czechoslovakia and Romania 
and, to a lesser extent, in Poland. Interacting with this 
was an increasing tightness not only in foreign but also in 
domestic supplies of raw and other industrial materials. 
Pressure on the domestic supply of raw materials tended 
to develop as a result of a growing gap between production 
capacity and requirements. 


In a number of countries, and particularly in the 
Soviet Union, a low level of agricultural supplies had an 
unfavourable influence on industrial performance. Off- 
setting this was the effect of recent investment policies 
which, through a combination of a high level of invest- 
ment activity and concentration of investment on selected 
projects, brought about a speed-up in the rate of invest- 
ment completions. Progress in reconstruction and 
modernization, characterized by a greatly increased 
contribution from imported technology, also bore fruit. 
The effect of increased specialization and co-operation 
within the CMEA area was marked. The latter played a 
compensatory role in providing not only a shield from 
the disturbing influence of developments on world 
markets, but also a stimulus to expansion of production 
and exports. 


All the east European countries achieved—and most 


significantly over-fulfilled—the global production targets 


for the 1971-1975 plan period. In Poland and Romania, 
industrial growth was much faster than was envisaged in 
the medium-term plans. Only Bulgaria reached no more 
than the lower limit of the growth range which was 
contained in the plan. In effect, the envisaged decelera- 
tion in industrial growth did not materialize in most cases. 
In Poland, Romania and, to a lesser extent, in Hungary, 
growth was faster in the 1971-1975 plan period than in 
the preceding period. In Czechoslovakia, and the German 
Democratic Republic, the rate of expansion remained 
unchanged. Only in Bulgaria was it slower. For the 
Soviet Union, the global production figures are less 
favourable. ‘The rate of 7.4 per cent was slightly lower 
than the plan target. 


The earlier tendency for employment plans to be ex- 
ceeded was reversed. Even in Bulgaria, Hungary and 
the Soviet Union, where a sharp slow-down in employ- 
ment growth was planned, actual growth was either lower 
than or about as planned. Only in the German Demo- 
cratic Republic and Romania was the increase in employ- 
ment faster than planned, and in Romania it was signifi- 
cantly faster than in the preceding five-year period. 


_ The ambitious plans for raising labour productivity 
‘were mostly met, and in several countries over-fulfilled. 
In comparison with the performance in the preceding 
plan period, this meant a significant acceleration in a 
umber of countries. This includes the Soviet Union 
where, however, the gain was not as large as planned. 
nly in Romania was the expansion of labour produc- 
vity considerably slower in 1971-1975 than in the com- 


parable preceding period, and less than envisaged in the 
plan. 


On the other hand, changes in capital productivity (the 
ratio of the stock of fixed assets to output) were less 
favourable. Although no final data are available, it would 
appear that, in most countries, the rate of change in 
capital productivity fell. In fact, only in Bulgaria and 
Romania was there an increase in the rate of change. 
These were countries where the rate of growth of labour 
productivity has either remained stable or has declined. 
In the German Democratic Republic, although the rate 
of growth of labour productivity declined somewhat, 
capital productivity hardly rose; this compares with a 1.4 
per cent annual percentage increase in the preceding five- 
year plan period. In the Soviet Union, a negative change 
in the rate of growth of capital productivity was of such a 
magnitude as to practically offset the effect of the faster 
growth of labour productivity. In Hungary, too, some 
deterioration took place, while in Poland a slight improve- 
ment occurred. These were two countries, however, 
where the growth of labour productivity increased sharply 
so that there was a significant improvement in over-all 
efficiency. 


The fact that for every percentage increase in industrial 
production the planner has to find resources that will 
proportionally increase the industrial capital stock, puts 
an evident limit on the rate of industrial expansion. The 
problem is all the more difficult since in most countries of 
the area the rate of investment (the proportion of the 
national income allocated to fixed investment) cannot be 
pushed up much further, and the need to increase the 
share of investment resources going to non-industrial 
sectors has become more acute. A factor which aggra- 
vates the situation is the need to speed up the rate of 
withdrawal of obsolete plant and equipment in order to 
use the available labour force to better advantage. 


At the same time, strong forces are operating which 
are tending to worsen still further the growth relationship 
between capital and output. There is the need to increase 
the share of investment allocated to energy and raw 
material-producing branches, as a rule characterized by 
a low output-capital ratio. And there is also the need to 
divert a greater share of investment resources to the type 
of modernization which will contribute to quality improve- 
ment and diversification of products, rather than to 
quantitative growth. 


24 A comparison between recent and long-term changes in capital 
productivity is given in the following table (annual percentage 
change). A plus sign indicates a faster growth of output than of 
capital and a minus sign the opposite: 


1950-1970 1966-1970 1971-19754 
Bulgaria ео Ех —0.6 —2.8 +0.4 _ 
Czechoslovakia ....... +3.4 +2:5 +1.1 
German Democratic Republic . +155 +41.4 +01 
Hungary. Sa Oe +0.4 —0.7 —1.3 
Роли сене +2.5 +0.6 +1.0 
Romania. > ceo ee +2.1 —1.5 +0.7 
Soviet Union ........ —0.9 —0.2 —1.1 


а Preliminary estimates. 
6 1956-1970. 
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With the exception of the slower growth of food pro- 
cessing mentioned above, the branch pattem of Soviet 
industrial expension did not undergo any significant 
changes between 1974 and 1975. The only points of note 
were some deceleration (in accordance with the plan) in 
the growth of the engineering industry and an acceleration 
in the growth of the wood and paper industry (table 2. 10). 


Output of electricity rose by 64 рег cent, with capacity 
rising by the same amount. This was an improvement 
over the trend in the four preceding years when a kg in 
the rate of completions had led to a strain on equipment 
and a decline in reserve _ capacity The fuel industry 
expanded production by 7 per cent, with output of crude 
ail rising by 7.0 per cent, that of natural gas by 10.7 per 
cent and of coal by 2.3 per cent. All these figures were 
similar to those attained in 1974. The figure for natural 
gas is notable in that it marked the second year of fast 
expansion and somewhat exceeded the annual plan target. 


The rate of expansion of the metallurgical industry 
slowed down from 6 to 5 per cent, reflecting a slow-down 
in the non-ferrous sector. Output of steel rose by 4 рег 
cent and rolled products by 6 рег cent, the latter figure 
slightly higher than in 1974. The major task of Soviet 
metallurgy remains the modernization of production pro- 
cesses and improvements in the quality and assortment 
of products." However, for a number of reasons, plan 
assignments regarding higher quality products were not 
entirely fulfilled. 

Output of the chemicals industry expanded by П per 
cent (for the third year in succession), notable features 
being a continued fast expansion of such basic chemical 
soda, a Significant step-up in i 
er: Sapte FOE expansion of output 

The growth of engineering output was 11 a 
на being woted inthe реа 
and tractor and farm machine building. More details on 


и ри едаищу 
differed between, 
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TABLE 2.11 


Industrial deliveries 


(Annual percentage change) 
LS 


Intermediate 


Final consumption 


Personal 


Country and period Total consumption Total consumption Investment Export 
Czechoslovakia 
Percentage of totalin 1974 . . 100.0 63.5 36.5 15.6 4.7 12.6 
197328. ee О О ee ae 5.4 5.9 5.6 4.8 ИЕ 5.8 
ТО Ве 6.5 6.2 7.0 6.5 12.8 6.0 
1975 Wa ee а 6.6 6.8 6.2 5.7 1353 3.8 
Hungary 
Percentage of totalin 1974 . . 100.0 49.9 50.1 2215 3.0 24.6 
93 ео 6.2 4.6 7.0 hall 3.4 8.6 
1974 р, cra tee eee 8.7 9.6 UES 7.9 7.1 VA 
19 7S сыск 4.9 4.3 5.2 6.5 17.7 3.2 


Sources; National statistics. 


According to the classification used by the German 
Democratic Republic, developments by branches are 
shown in the table below: 

German Democratic Republic : industrial growth by branches 2 


(Percentage change from preceding year) 


1973 1974 1975 


Electricity and fuel 
Metallurgy) e-wio-r. ptusoe tees ene mee 
General machine building and transport 

Equipment sate: Seer ear Se ioe 
Electro-technical engineering and electronics 
Chemicals 
Construction materials. ......... 
Light industry (except textiles) 
Textiles 
ROOd PLOCESSING saree) « ВЕ” 


oan 
зо 
nw 


Coa ee een, сх 


Swe ое ene Se Г, Час: в ПЕ 


= — 
DARUONON OS 
— — 
Anaowoocn~ 
AMMmWOO ODN 


® Data adjusted for the number of working days. 


In all branches, except the electricity, fuel and con- 
struction-materials industries, growth slowed down, in 
particular in the light industries. 


As from January 1976, an adjustment of wholesale 
prices took effect for raw materials and material-intensive 
products. Large increases took place in the price of 
electricity, gas, thermal energy, solid and liquid fuels, 
metals, construction materials and plastics. Extensive 
differentiation was introduced with the purpose of im- 
proving the utilization of the price system for economy 
in the use of materials. 


Hungarian industrial output slowed down from a rate 
of 8.5 to 4.9 per cent, a decline which was somewhat 
sharper than foreseen in the annual plan. The growth 
rate of industrial sales declined by the same proportion, 
total final deliveries expanding by some 5 per cent (table 
2.11). There was a sharp acceleration of deliveries for 


investment purposes, but sales to the consumer market, 
and particularly for export, expanded at a slower rate 
than in the preceding year. As in Czechoslovakia, the 
latter was accounted for by a decline in exports to western 
markets. 


Inadequate exports were responsible for the decline in 
output of metallurgy and a much slower expansion in the 
light industry than in 1974. However, although the 
expansion of the food industry was less affected by falling 
export demand it also decelerated sharply. The engineer- 
ing industry performed well, output rising by 10 per cent; 
particularly impressive rates of growth were registered in 
transport equipment (11 per cent) and communications 
and vacuum engineering (16 per cent). Developments in 
both these sub-sectors are related to central development 
programmes. The chemicals industry expanded produc: 
tion by more than 8 per cent, incorporating the output of 
the biggest project of the fourth five-year plan—the Olefine 
plant—which was put into operation in the first part of 
1975. The completion of this plant opens the way to 4 
substantial increase in the supply of synthetic and ое! 
basic materials. 


As mentioned in the Survey for 1974, producer price: 
were raised from January 1975 to reflect changes ir 
costs more closely. Further re-alignments are to be made 
in the course of 1976 as a consequence of which the 
amount of budgetary subsidies will be greatly reduced 
With the scaling down of price subsidies, a better basi 
is to be provided for cost calculation and the use o 
profits аз an indicator of economic efficiency. While п‹ 
details are available, it would appear that fuel and basi 
materials used by the paper and chemicals industries wil 
be most affected by the price adjustment. 

Essential modifications in the system of economi 
regulators take effect from 1 January 1976. The funda 
mental principles of indirect control—guidance throug} 
economic and price mechanism and profitability as th 
main criterion of economic efficiency—are being main 
tained. However, central direction will play a greate 
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role in some areas, and generally the role of ministries in the 
process of planning and management will increase. 
Moreover, the share of profits retained by enterprises will 
be reduced and, correspondingly, a greater share of 
investment will be centrally allocated. Enterprises will 
be granted greater flexibility in the distribution of retained 
profits. Wage level and wage volume regulation will be 
retained. However, a certain increase in wages will be 
allowed each year independent of enterprise performance. 
Also, central wage regulations will be applied on a wider 
scale with the aim of assuring commensurate wages in 
those areas where wages cannot be linked to performance 
criteria or where output and profit can be expected to 
increase at a slow rate. If an enterprise raises wages 
above the allowed level, a progressive levy on the increment 
is payable. 


Simultaneously with the change in the system of econo- 
mic regulators, a new system of awarding bonuses and 
premia to enterprise managers will come into force. 
Salary supplements are to be abolished and the basis for 
payment of premia from profit modified. A new bonus 
will also be introduced, linked to management perfor- 
mance in the fulfilment of various long-term tasks (export 
promotion, improvement in production structure, etc.). 


Industrial production in Poland registered a further 
impressive gain in 1975. Industrial sales (currently 
serving as the main plan indicator) rose by 12.3 per cent, 
somewhat faster than in the preceding two years. Indus- 
trial employment expanded by 1.5 per cent and labour 
productivity by 10.6 per cent, a favourable growth rela- 
tionship which was unprecedented in this country. There 
were two major factors which made the rapid expansion 
possible. One was the unprecedented increase in wages 
and other types of money incomes; the other was the 
steep increase in imports of raw materials and engineering 
equipment, particularly from the west. The etfect of the 
introduction of imported technology on a large scale and 
of the rising incidence of joint ventures was increasingly 
felt. 


On the other hand, although industrial deliveries to the 
consumer market rose by 13.2 per cent, growth was 
inadequate to keep pace with demand. Excess demand 
accumulated, the problem being aggravated by the rising 
cost of imports and by wage increases which exceeded the 
growth of productivity. In 1974 and 1975, the average 
industrial wage rose at a rate of 14 per cent, exceeding by 
some 4 to 5 percentage points the growth of output per 
man. 

No important changes took place in the branch pattern 
of industrial expansion in 1975. This is indicated by the 
data on changes in sales by ministerial departments shown 
in the text table in the next column. 


_ Notable increases were registered in the output of sea- 
going vessels (51 per cent), equipment for the processing of 
minerals and production of construction materials (22 per 
cent), agricultural machinery (23 per cent), mining 
machinery (19 per cent) and, among consumers goods, 
in passenger cars (24 per cent), radios (16 per cent) and 
Irniture (20 per cent). But industrial meat output 
ained practically unchanged, whereas output of butter 


leclined. 


Poland : Industrial sales by ministerial departments 


(Percentage change from preceding year) 


a rl ee es Set el a И th 
1973 1974 


Ministry 

Mining andenergy ...... his) 8.1 8.7 
КА АИ д рооног LES 11.0 10.2 
Machine buildings asain 16.5 17.0 16.8 
Ghemicalsiairaes sia) О 1222 27 14.9 
HoOrestry and wOOd sie ane 10.0 13.0 13.3 
О У 24, GS a ye 13.0 13.8 14.5 
Food and procurements .... 11.3 8.2 9.9 
Construction and construction 

materials = ee en eee 14.9 17.1 17.9 


The new system of management now embraces about 
two-thirds of Polish industry (in terms of output value) 
and in 1976 the introduction of the system into industry 
will be completed. The principal feature of the new 
system is the link between the fund available to enterprises 
for wage payments, modernization and expansion, and 
the effectiveness of its performance. 


In Romania the expansion of industrial production 
slowed down perceptibly. The annual growth rate fell 
from 14.6 to 12.4 per cent, a rate which, although impress- 
ive, was significantly lower than planned. Industrial 
labour productivity continued to expand at a rate of 
7 per cent, instead of expanding by 10 per cent, as 
envisaged in the very ambitious plan. 


Disruption caused by severe floods was one of the 
factors in the deceleration of the industrial growth rate.3” 
However, there was in addition an accumulation of strain 
that would in any case have made it difficult to maintain 
the exceptionally fast growth experienced in the three 
preceding years. Some of the bottlenecks were similar to 
those apparent in Poland. The supply of foodstuffs did 
not increase at the same rate as demand. On the one hand 
there was the effect of a low rate in agricultural expansion 
and, on the other, that of a fast increase in wage require- 
ments. The growth of exports was not sufficient to cover 
the rising cost of imports. A factor that aggravated the 
situation here was a relatively strong exposure to develop- 


° ments in world markets. Moreover, although Romania 


still has ample labour reserves in agriculture, the need for 
re-orientation from the “extensive” growth strategy, which 
hitherto prevailed, towards a more “intensive” growth 
strategy is increasingly apparent. Among the difficulties 
obstructing this re-orientation are such problems as lags 
in the construction of housing and other urban infra- 
structure, and the need for large investments in agriculture 
as a labour-substituting measure. 


During 1975, measures were introduced to improve the 
supply of consumers’ goods. The food-processing industry 
is to be modernized and packaging and storing facilities 


37 Some 270 industrial installations were reported to have been 
damaged. There were also losses due to the disruption of trans- 


portation. 
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expanded. Closer links were established between scientific 
and research institutes and production enterprises. 
Greater co-ordination was also introduced between 
various central agencies in the planning and supervising of 
the volume structure and the quality of production. 
Upward adjustments were introduced in the producer price 
system. These included a wide range of articles, the 
increases being passed on to the retail prices system only 
to a very limited extent. 


(iii) The energy situation 


A development that profoundly influenced the raw 
material supply situation in general, and that of energy in 
particular, was the decision taken by the CMEA countries 
to bring prices of goods traded within the area closer to 
the level prevailing on world markets, and to revise the 
system by which these prices are to be determined in the 
future. Whereas up to 1975 the east European countries 
had been shielded, to a great extent, from the effect of the 
world-wide increase in energy and raw materials prices, 
the new arrangements change the situation to a consid- 
erable extent. They make imports of energy and raw 
materials originating from within the area more expensive. 
And, since the weight of raw materials in the total imports 
of the east European countries is much higher than their 
weight in exports, they also imply—in most cases—a 
significant deterioration in their terms of trade. 


In the meantime, earlier steps taken to counter the 
impact of the increase in world-market prices of energy 
and raw materials were widened, and the outlines of long- 
term comprehensive programmes became visible. The 
programmes appear to follow four policy directions: 
elimination of waste and increased re-cycling of products; 
a faster rate of introduction of energy and material-saving 
technologies; stepped-up development of domestic and 
atomic energy resources; and greater international co- 
operation within the area in the field of exploitation of 
natural resources and in the research and development of 
energy- and material-saving technologies. In some coun- 
tries, shifts in the composition of output in favour of less 
energy- and material-intensive branches have also been 
mentioned. But it is uncertain, at this point, whether such 
a policy alternative has been accepted anywhere. 


Savings on raw materials, particularly on ferrous and 
non-ferrous metals, glass, paper, rubber and some basic 
chemicals, may add up indirectly to significant savings of 
energy. Direct measures in the field of energy saving have 
varied in scope and covered a wide spectrum, ranging from 
providing economic incentives to greater administrative 
contiol. As mentioned earlier in this Survey, energy prices 
have recently been increased in a number of countries. 
№ ау all east European countries have now introduced 
higher wholesale prices with the aim of lowering the rate 
of utilization of energy. During the last two years, special 
premia have been provided in some countries for the 
fulfilment of energy plans, and competitions even intro- 
duced between workers, with prizes being given to those 
with the best record of saving on energy. Establishment of 
stricter input norms, strengthening of central control over 


distribution and physical inspections on site, can be citec 
among the administrative measures. In the field of the 
advancement of energy-saving technology, mention car 
be made of such measures as replacement and moderniza 
tion of burners and boilers and, at a more general level 
the withdrawal of inefficient energy-using equipment. 


Statistical indicators introduced in connexion with the 
energy-saving programme indicate that so far the effor 
has been successful. In Czechoslovakia, the 1975 plan tc 
save 4.6 million tons of fuel in coal equivalent was appa- 
rently exceeded. In Hungary, it was reported that it was 
possible to reduce oil imports from western markets by 
about 300 thousand tons. Moreover, compared with 1972 
it was possible in 1975 to reduce the consumption of fue 
oil, gas oil and petrol by almost 20 per cent. In Romania 
around 4 billion kWh of electricity, 1.5 million tons ©) 
crude oil and 575 thousand tons of oil products were savec 
in 1974. The 1975 plan provided for the saving of 
1.8 billion kWh of electricity and 4 million tons of fuel ir 
coal equivalent. This goal also appears to have beer 
reached. 


It would appear that in a number of countries the effec 
of conservation measures was to reduce perceptibly the 
growth of energy requirements. This was true for Hungary 
Poland and Romania where, as can be seen from table 2.12 
the growth of energy consumption in 1974 was not onl} 
below the long-term historical trend but was also lowe: 
than the average for the three preceding years. It i 
noteworthy that in all three countries the growth of Бой 
national income and of industrial production showed 
tendency to accelerate. This fact may be taken to indicate 
that governments were able fully to counteract the effec 
which the tightness in fuel supply may have had on growth 
performance. 


As can be seen from the same table, emphasis on coa 
began to show in production figures. In Bulgaria anc 
Czechoslovakia long-term declines were reversed. I 
Poland the rate of growth of coal output accelerated ип 
1975. In the German Democratic Republic and и 
Hungary there was no change in trend. 


Although almost all east European countries put greate 
reliance on coal, particularly for the production of electri 
city, there is a general consensus that development o 
domestic coal resources can only serve as a makeshif 
measure until more fundamental solutions are developed 
To a certain extent, this is also true for Poland which— 
unlike other east European countries—possesses th 
potential to increase production at relatively low cost 
Moreover, expansion of coal output is a slow proces 
which is not only costly in terms of investment but is als 
hampered by difficulties in the supply of labour. 


In effect, present five-year plans provide generally fo 
only modest increases in coal output. If one exclude 
Romania, {Ве гапзе is between a growth of less than 5 pe 
cent in the German Democratic Republic to 30 per cer 
in Bulgaria. Romania plans to increase its coal output b 
75 to 80 per cent by 1980. However, in terms of meetin 
energy requirements, this expansion ought to be judge 
by the fact that the share of coal in energy consumptio 
here is the lowest in the area—some 25 per cent. 3 
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Similarly, while programmes for raising hydroelectric 
power output are being speeded up, no significant 
contribution to the solving of the energy problem can be 
expected from this source. The east European countries 
are mostly poor in hydro-capacity and, except for Roma- 
nia, do not possess any important natural gas resources. 
Most of the east European countries, therefore, look upon 
development of nuclear power as a main long-term source 
of satisfying growing energy needs. Of course, there are 
differences in the stage of advancement of the nuclear 
power development programme. Since 1972 Czechoslo- 
vakia has drawn energy from the Jaslovske Bohunice 
heavy water reactor (150 MW) and has under construction 
two atomic plants of the Voronezh type which, when 
completed around 1977/78, will add 1,760 MW to the 
country’s electricity generating capacity. In effect, by 1980 
about 12 per cent of electricity will be produced by nuclear 
power stations. By 1990, the figure will rise to around 
42 per cent. In Bulgaria, there is under construction an 
atomic power station of 1,760 MW and in the German 
Democratic Republic one of 3,520 MW. By 1980 it is 
envisaged that in Bulgaria around 25 per cent of electricity 
will be derived from nuclear power and in the German 
Democratic Republic around 6 per cent. By 1990 the 
share is to increase to some 50 per cent and 33 per cent, 
respectively. 


Hungary, Romania and Poland will, in that order, 
apparently enter the list of countries using nuclear power. 
In Hungary, the first nuclear plant is to be commissioned 
in 1980, in Romania in 1982 and in Poland in 1983. In 
Hungary it is envisaged that by 1990 around 15 per cent 
of electricity will be provided by this source. In Romania 
the corresponding figure is 21 per cent and in Poland 
13 per cent. 


Clearly, until the nuclear power programme gets into 
full swing, most of east Europe’s additional energy 
requirements will continue to be covered by imports. The 
bulk of these will be supplied by the Soviet Union. But an 
increase in imports from other areas is also envisaged, at 
least by some countries. In this connexion, an important 
event in 1975 was the start of construction of the Orenburg 
gas pipeline. Undertaken under a mutual participation 
agreement, the project, when completed, will provide the 
east European countries with some 15.5 billion cu m of 
natural gas annually from the Soviet Union.** Also 
important is the agreement to start construction of the 
Adria pipe-line which will supply Czechoslovakia, Hungary 
and Yugoslavia with oil from Kuwait and Libya.” 


In the Soviet Union, notwithstanding its great mineral 
wealth, the supply of energy also poses a problem. Oil 


38 Supplies of natural gas to western Europe will also increase. 
Mention should be made in this connexion of a decision to Increase 
the capacity of the Czechoslovak transit line. By 1979, the transit 
gas pipe system which supplies Soviet natural gas to Czechoslovakia, 
the German Democratic Republic, Austria, the Federal Republic 
of Germany and Italy, is apparently to reach a capacity of 37 billion 
cu m per year. The present through-flow has been reported at 


around 12.6 billion cu m. 


39 The two latter countries are to provide part of the financing. 
The pipeline will run from the northern Adriatic island of Krk, 
hrough Yugoslavia to the Hungarian border. It will have, appa- 
ntly, a through-flow capacity of 20 million tons of crude oil and 
should be completed by 1980. 


deposits are being rapidly exhausted and those that are 
available are located in remote, sparsely populated, and 
climatically inhospitable areas. Siberian petroleum, 
natural gas and even coal, have come to play a rapidly 
increasing role in covering the country’s consumption and 
export requirements, Yet the exploitation of deposits and 
transportation of products to markets run into formidable 


obstacles which are of a technological as well as economic 
nature. 


Here, too, a tendency to put more emphasis on coal as 
an energy source has become evident, reflecting local 
disequilibria between energy supply and requirements on 
the one hand, and the high level of export demand for oil 
and natural gas on the other. Thus, whereas, in the years 
1966 to 1970, the annual growth rate of coal output had 
fallen as low as 1.6 per cent, in the years 1971 to 1975 a 
reversal of this trend was witnessed. During this period 
the average growth rate was 2.1 per cent, and the 1976- 
1980 plan anticipates a growth rate of 2.5-3.0 per cent. 


The increasing cost of fuel production and the increase 
in world energy prices add to the attractiveness of nuclear 
power development. Whereas between 1970 and 1975 the 
capacity of Soviet atomic power stations rose from 
920 MW to some 5,000 MW, the plan directives for 1980 
envisage an increase to 13,000-15,000 MW. This means 
that new nuclear power stations will account for about 
20 per cent of the total new generating capacity to be 
put into operation in the 1976-1980 period. This compares 
with a figure of around 7 per cent for the 1971-1975 period. 


In absolute terms, of course, the importance of nuclear 
power in covering energy requirements is likely to remain 
lower in the Soviet Union than in the east European 
countries in the foreseeable future, Soviet petroleum and 
natural gas are still abundant and there are large coal 
deposits available which can be mined at low cost.*° As 
has been mentioned, the problem of using these resources 
is to a large extent one of transportation, i.e. of imbalance 
between the location of resources and that of markets. 


There are two ways of tackling this problem. One is to 
bring processing industries closer to the location of the 
energy (and other) resources. The other is to develop 
technologically advanced and economically viable means 
of transportation of these resources to markets. In recent 
years, energy-intensive aluminium and pulp and paper 
plants have been built in Siberia, and there are, apparently, 
plans to begin construction of large chemical works. 
However, the shift of energy-intensive production to the 
east has been slow, being hampered by scarcity of labour 
and high cost of infrastructure. 

An advance is being made in raising the efficiency of 
electric power transmission. A major achievement here 
was the start of construction of the Kazakhstan-Centre 
transmission line, extending over 2,500 km and carrying a 
direct-current tension as high as 1,500 kVs. Consideration 
is being given to the construction of 2,200-2,400 kV direct- 
current lines. The construction of such lines would permit 
the carrying of electric power from east Siberia to the 
European part of the Soviet Union. 


40 There are also substantial unused hydroelectric resources 
estimated to be able to provide economically 1,100 billion kWh of 
electricity per year. 
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Prodkcrias Apparent consumption 
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Production Apparent consumption 
A 
Country 1966-1970 1970-1972 1973 1974 1975 1966-1970 joie 1973 1974 1975 
ee 
Soviet Union 
а. 5.2 4.8 4.9 5.8 4.9 5.0 4.7 5.0 
а м5 1.0 23 2.0 2.4 2.3 0.9 2.5 2.1 2.2 
ЦИ = qa. ed, 6.7 7.1 7.0 7.0 Well 8.4 7.6 7.1 
(С, оо Sthye ans 9.3 6.1 6.8 10.4 10.7 9.4 6.8 6.0 thes) 
Electricity: hydro and net 
По К Nese wa. ke 8.9 —0.6 —0.6 2.6 8.9 —1.6 —2.1 1.4 


Sources: Аз for table 2.1 
Note. Basic data expressed in coal equivalent. 
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_ Transportation of petroleum by pipeline is cheaper 
than transportation of gas. In order to make cost more 
equal, efforts have been made towards increasing the 
diameter of gas pipelines. Pipelines of a diameter of 
1,420 mm are under construction from western Siberia 
and Central Asia to the European areas and the Urals. 
The construction of 1,620 mm pipelines is being con- 
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The problem is somewhat similar with coal. Transport- 
ing coal by pipes has been estimated to be much cheaper 
than shipping by rail. It is also said to have advantages 
over the transmission of electricity by eliminating the need 
for expensive fuel processing and storage facilities. Much 
effort is apparently being made in this connexion to 
find technological solutions for hydraulic transportation 
and burning of water-coal mixtures. 
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3. INVESTMENT 


(i) Plans and plan fulfilment 


In 1975 rates of growth of investment activity in most 
east European countries were at about the same level as 
in 1974.41 Exceptions are Hungary, where the rate was 
around 13 per cent, and Poland, where the very high 
rates of growth of 1972-1974 slackened somewhat, while 
remaining at a high absolute level. In Czechoslovakia, 
the rate dropped by 1.4 per cent and in Romania it rose 
by about 3 per cent. 


In only one country, namely Bulgaria, has the ratio of 
gross capital formation to NMP shown a clear tendency 
to fall in 1974-1975, and over the five-year period as a 
whole. In Czechoslovakia there has been a consistent 
tendency for the rate of investment to rise, as there has 
been in Poland, except for 1975 itself. In Hungary the 
rate rose sharply in the first year of the five-year period. 
After the “investment freeze” of 1972, however, it tended 
to decline, rising again in 1975 with the growth in financial 
strength of enterprises and the implementation of govern- 
ment measures to speed up completion of major State 
projects. In the German Democratic Republic and 
Romania, rates of investment have been fairly stable, with 
a slight tendency to drop over the five-year period. In the 
Soviet Union the rate has moved up to around 30 per cent 
over the last three years of the five-year plan, though the 
original five-year plan directives implied a rate of invest- 
ment of no more than around 26 per cent. 


Taking the 1971-1975 period as a whole, there appears 
to have been a tendency for actual rates of growth of 
investment activity to exceed planned, though exact 
information on this is unavailable. As far as global volume 
is concerned, then, the five-year period has been brought 
to a successful conclusion in the field of fixed capital 
formation (see table 3.1). 


Looking at trends in incremental capital-output ratios, it 
is noteworthy that the only countries for which there has 
been an unambiguous decline, in comparison with the 
previous five-year period, are Poland and Romania, the 
two countries with the highest growth rates of NMP. In 
Poland the ratio was 3.7 in 1971-1975 (1966-1970; 4.7), 
and in Romania, over the same period, 3.3 (1966-1970 
estimate 4.6). This compares with 5.3 in the German 
Democratic Republic, a figure identical to the figure for 
1966-1970, and 5.9 in Czechoslovakia (1966-1970; 4.5). 


41 The terms ‘gross fixed capital formation” and ‘“‘gross fixed 
investment’’ are used in this text alternatively as referring to the 
process of creating fixed capital in the sense of equipment, construc- 
tion and material goods of a similar nature (instruments, etc.), 


For the period 1971-1974, the figure for total completions 
as a percentage of gross fixed capital formation rose, by 
comparison with 1966-1970, in Czechoslovakia, Hungary 
and the Soviet Union. In Bulgaria, the 1971-1974 figure 
fell by comparison with 1966-1970, though there was a 
sharp rise to 96.7 per cent in 1974. In Poland also there 
was a drop in 1971-1974 compared with 1966-1970, while 
in Romania the picture has been one of relative stability, 
but with a sharp rise to 95.6 in 1974. The general tendency, 
then, has been for the completions/investment ratio to 
rise in countries with decelerating investment activity, like 
the Soviet Union and Hungary, and to fall in countries 
with accelerating investment activity, like Poland (see 
table 3.2). 

Consideration of aggregate indicators, then, indicates 
some improvement in the field of investment efficiency, 
which has been a major theme in fall the five-year plans. 
Reports on specific points confirm, however, that there is 
room for further improvement. 

A major element in policies for greater investment 
efficiency has been the shifting of emphasis to reconstruc- 
tion of existing enterprises, with the introduction of the 
most advanced technologies. About 60 per cent of the 
increase in Soviet industrial output in 1971-1975 came 
from reconstructions, and reports indicate good results 
in terms of output and economy of capital costs. But 
reconstructions still tend to take too long, partly because 
construction enterprises do not find them ‘“‘advantageous”’, 
partly due to low levels of productivity in some construc- 
tion enterprises, excessive “dispersion” of investments 
over a large number of projects and surviving weaknesses 
in the design sector.** 


Low productivity and dispersion of resources has tended 
also to induce over-shooting of construction estimates. 
In Czechoslovakia, for example, at the end of 1973, on- 
going projects in the chemicals industry showed an increase 
in estimates of 25.4 per cent over planned. The corres- 
ponding figure for the consumers’ goods industry was 
18.6 рег сете.“ Another issue that has received attention 
in the Soviet Union is that of recoupment periods, which 
are reported to have lengthened considerably since 1970, 
particularly in gas production, metallurgy, agricultural 
engineering and the paper industry. As a result, levels of 
profitability have fallen. Care, however, is needed in the 
interpretation of these facts. In the case of gas production, 
for example, the last few years have witnessed the rapid 


42 Pravda, 17 January 1976. 


1976 
“4 Hospodarské Noviny, 20 September 1974. 
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43 See Soviet 1975 plan-fulfilment report in Pravda, 1 ера 
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TABLE 3.1 


Gross fixed capital formation, capital formation ratios 
and incremental capital-output ratios 


capital formation Ratio of 
Billions ea. Gross 
of national Annual formation incremental 
Country and period р. Е eam ee 

Bulgaria 

Pee ae es, ge 4.2 7.1 34.1 4.3 

И ава ae ee 4.6 9.0 35.4 4.7 

Plan 1975 И. eh et 4.6 cs 32.4 3.6 

1975 Mea: о ee 5.1 9.0* 

р о О 4.0 6.4 

и. 4.3* 6.8* 
Czechoslovakia 

EE OR gs) a 111.0 9.2 318), 7/ 6.5 

Е а и 121.3 9.3 34.7 5.8 

РН с. Е. oo) he т 7.4а 

А ео о о 130.8* И. 9% 35.3 5.9 

А оо а ae 6.2* с т 

Я рже о eee ger а 111.6* 8.1* 33.7 5.9 
German Democratic Republic 

о, пос о А СЖ 37.0 8.0 29.2 5.2 

м о ео а 38.6 4.2 28.6 4.5 

НО не 39.6 4.4 

о. 40.1 3.8 28.2 5.6 

Plan 1971219757). ae. oe 34.9* Ale 27.8% Ds lh 

Е о 36.6 4.1 28.7 5:3 
Hungary 

к 106.6 3.6 34.1 4.6 

оленя Ко ре И 116.8 9.2 35.0 5.1 

Plant 97 Sea ee te Е 5-64 

В EN eee ae ee ee 131.6 12.7 37.5 7.5 

РО. 109.0* 5.0* sae 6.2* 

PSI OTS Aer ae are Ree os 112.4 7.0 35.9 5.8 
Poland 

UOT Seer oa ee ee cee 378.3 25.0 35.9 3.1 

м 463.6 22.5 39.8 3.8 

Е Nae Е 497.3 14.0* = ee 

NODS sale iene ae Bi Be | 524* а 14.0% 41.6* Sh! 

Planal97 1-197 Sue tree esa 291.0 8.3* 

PA Ea Oh Dee Зее РЕ. 382.7* 18.1* 36.3* 3.7* 
Котата 5 

Я te Sela yids si 105.7 8.3 36.2 4.4 

197 ders areas tees eS tee 119.7 13.3 36.5 25 

о то со ey 142.7 14.1 

ее 143.9* 16.6° 39.7* 4.1* 

Plan 1971-1975 0.5 tte hk i ea Ee 10.52 

RSW is IO SOR еее 111.0* 125% 37.4* 3.3* 
Soviet Union 

ПН 98.6 4.7 29.2 Shs! 

17 4nd see ааа 105.7 7.1 29.9 5.6 

975 spas ево IS аа 114.0 9.0* 31.1* 6.9 

Plane 197121975 аа ве 97.8-99.2 6.3-7.0 sa aS 

9-97 о a cee 100.1* 73% 29.9* See 


Sources: National statistics; CMEA Statistical Yearbooks; plans and plan-fulfilment reports. 

Nore: Unless otherwise stated, all value data in tables in this section are at constant prices. 

The amounts in national currency units and percentage changes for five-year period are annual averages. 
в State and co-operative sector. 

> Fixed capital formation at constant prices, NMP at current prices. 

с State sector. 
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TABLE 3.2 


Fixed capital brought into operation and share of completed investments in gross fixed capital formation 


wel LS eee eS А 


Country 
ны Total Industry 

Bulgaria 

LSS Aas wh: tons oop ce cee ee as 3.42 1.30 

TOT A rie. eee ars Meee Seared saa 4.47 2.04 

A OTTO TA Seen ое cae eae 3.44 1.36 
Czechoslovakia 

LO Seer oe ee ee ao ВОНИ 107.5 43.1 

1D 7A eee о Pncuaet aees 114.1 40.7 

Я ДУ ое Gat cess ovat 6 100.4 37.6 

ое я ом 132.4* 
Hungary 

у oy a GS cp ee a 104.5 33.1 

а, og, Sle eae ры 103.1 33.0 

19701 O14 о re ee ere 99.5 32.6 
Poland + 

ПО р os OR И о ое 305.3 129.4 

а Рав 379.1 158.1 

TO 71=19 74 Bice onc er eae Век 290.1 120.5 
Romania © 

а cme tot ae crass 85.8 44.8 

Е Ан 107.5 55.4 

СД о els a 86.1 43.4 
Soviet Union 

DYE) Up RSE о а 94.4 

И eee rama 99.2 

о о, 90.4 


Billions of national currency units 


Percentage of gross fixed 
capital formation 


Construction Agriculture Total Industry Construction Agriculture 
0.14 0.61 78.0 67.6 73.4 92.8 
0.13 0.67 96.7 113.7 65.6 87.9 
0.12 0.58 83.7 80.5 79.0 91.2 
4.3 11.9 96.9 103.1 100.0 92.2 
4.6 13.6 94.1 90.2 89.5 95.4 
3.9 11.6 93.9 95.1 93.0 96.8 

101.2* 

2.3 21.9 98.0 92.5 95.8 119.0 
2.5 18.4 89.4 84.2 104.2 93.9 
Zell 18.8 92.7 89.2 100.0 97.5 

18.4 56.7 80.5 

25.6 66.5 81.4 

16.4 53.6 83.3 
3.9 12.8 86.4 80.0 95.0 92.0 
5.6 16.4 95.6 90.3 98.4 106.7 
4.5 13.6 89.2 82.9 97.6 95.0 

95.7 

93.8 

93.5 


Sources and notes: As for table 3.1. 
в At current prices. 
> State and co-operative sectors. 


development, in difficult natural conditions, of wholly 
new fields, notably in west Siberia. Such pioneering 
projects are bound to have extended recoupment periods, 


and this is not necessarily any reflection on their long-term. 


effectiveness. 


One reason why improvements in investment efficiency 
have been uneven, particularly in the Soviet Union, lies 
in difficulties that have arisen with the introduction of new 
planning and management procedures, placing special 
emphasis on completion and quality, in construction and 
design. At the end of 1975, 149 out of a total of 325 organ- 
izations under the USSR Ministry of Construction were 
still on the “014” system, i.e. were working on the basis of 
“gross volume of work”.*® As an experiment, the Byelo- 
russian Ministry of Industrial Construction is to be put 
on khozraschet, but it appears that this has not been fully 
implemented yet.** 


45 Ekonomicheskaya Gazeta, Мо. 43, 1975. 
в Ekonomicheskaya Gazeta, Nos. 23 and 48, 1975. 


Experimentation has also been proceeding at the level 
of the construction work team—the brigade. In the Soviet 
Union, at the end of 1975, there were about 30,000 bri- 
gades on the Zlobin method of brigade khozraschet, which 
gives the basic work unit considerable autonomy in the 
execution of planned tasks, and “own” material incentive 
funds. A State Construction Committee survey covering 
1,164 khozraschet brigades came up with figures of 17 to 
20 per cent for reduction in gestation periods, and 23 per 
cent for increase in productivity as a result of the new 
system. The Zlobin method has also been adopted with 
some success in a number of other east European countries, 
particularly in the German Democratic Republic and 
Bulgaria.‘” Some difficulties remain, however, particularly 
in connexion with the organization of supply, and it 


47 In the German Democratic Republic, by the end of 1975, about 
80 per cent of residential construction organizations were on the 
Zlobin method. Introduction has permitted increases in labour 


productivity by 10 to 15 per cent, and economy in materials of about 
2 per cent. 
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may be because of these problems that the method. widely 
adopted in residential construction, is still applied to only 
a limited extent in industrial construction. It should be 
stressed, however, that in individual cases it has been 
introduced into industrial construction with great success. 


In _the Soviet Union implementation of reformed 
principles in design organizations has also produced 
positive results. In a number of Leningrad institutes, for 
example, transferal to the new system has helped to raise 
the quality of design work, reduce the number of projects 
simultaneously in hand, and reduce delays in sending 
out documentation. Only a minority of design organiza- 
tions are, however, on the new system, and complaints 
about low quality, errors and lateness in delivery of 
documentation continue to be heard. 


(ii) Trends in investment finance 


The general tendency over the last few years has been 
towards a higher degree of central control over investment. 
The share of centralized State investment in total invest- 
ment in the Soviet Union rose from 70 to 75 per cent 
over the period 1970-1974, and is planned to stand at 
76 per cent in 1976. In Romania the share of State 
investment, high already, was to be raised to 93 per cent of 
total investment in 1975. In Hungary the share of State 
investment in total investment rose from 74 per cent in 
1966-1970 to 77-78 per cent in 1971-1974, and the new 
five-year plan envisages a rise in the share of centralized 
investment from the present 46 per cent to 53 per cent. 
In Poland too, State investment as a percentage of total 
rose from 76 per cent in 1966-1970 to 78.5 per cent in 1973. 
For the German Democratic Republic, information is not 
available, but the merger between the Industrial and 
Commercial Banking Institute and the State Bank, which 
became effective on 1 July 1974, may result in closer 
scrutiny of and control over the whole investment process. 
Only in Czechoslovakia have trends like these not been 
apparent. 

Parallel with this there has been some shift away from 
budgetary finance to finance through credits. In Bulgaria 
the plan for 1976, continuing a trend already established 
in 1975, postulates that a large proportion of investment 
—about 50 per cent—should be financed from bank loans, 
with budgetary financing accounting for less than 20 per 


cent of the total, and being restricted to the non-material 


sphere.*® In Romania, a larger share of State investment 
is to be financed from retained profits, though this should 
be understood in the context of the high degree of control 


_ maintained over enterprise ““own” funds, even amortization 


funds. In Poland new measures in the field of investment 


finance place special emphasis on the banking system. It 


} 


is posited that the main instrument of investment finance 


_ should be a five-year investment credit, carrying а rate of 


interest of 8 per cent (compared to the old rate of interest 


_of 3 per cent). It is not clear, however, to what extent this 
change has been implemented. The role of profits in 


investment finance in Poland remains small, though it 


_48 Rabotnichesko Delo, 6 December 1975. 


did increase from about 3 per cent of total State invest- 
ment in 1971 to about 6 per cent in 1973. In Hungary, 
under new arrangements operational from | January 1976, 
major centrally-planned production investments will be 
financed from repayable State loans and from develop- 
ment funds. The loans will be granted for a maximum 
period of 10 years, with interest and repayments due 
from the date of the planned start of production. The 
source of repayments will be before-tax profits and depre- 
ciation allowances on the new fixed assets. 


(iii) Construction and equipment 


The proportional relationship between the two major 
components of fixed capital formation—buildings and 
equipment—has been tending fairly strongly to change in 
favour of the latter. It has done so most impressively in 
the two countries with the highest rates of growth of 
investment and NMP—Poland and Romania. Between 
1970 and 1974 there was a rise of, respectively, 6.3 and 
8.1 percentage points in the share of equipment for the 
two countries. In the Soviet Union and Czechoslovakia 
the movement was less pronounced. In Bulgaria, Hungary 
and the German Democratic Republic, no clear trend to 
an increase in the share of equipment has emerged. In 
the case of Hungary and the German Democratic Republic 
it should, however, be borne in mind that the equipment 
component has in the past tended to be very high, nor- 
mally over 50 per cent (table 3.3). 


These shifts in the composition of investment have been 
the result of a determined policy effort to minimize the 
so-called non-active component of fixed assets, a policy 
which must be seen against the background of the more 
general policy of emphasizing reconstruction as against 
new construction. To the extent that existing buildings 
can be converted without undue difficulty, it should 
always be possible to increase the share of the active 
element through reconstruction. But more specific 
measures have also been taken to this end. In Romania, 
for example, the 1974 plan cut allocations to construction 
and fitting work through providing for rationalization of 
production areas and use of lighter building materials and 
prefabricated materials. In Hungary, from 1976, enter- 
prises will have to pay a 10 per cent tax from the develop- 
ment fund on the value of decentralized investment in 
buildings. Similar policies have been followed in other 


countries. 


Rates of growth of output of construction in 1974 and 
1975 were similar to the average for the previous three 
years in the Soviet Union and Czechoslovakia. In 
Bulgaria, the German Democratic Republic, Hungary 
and Poland, there has been a tendency to increase, while 
in Romania, surprisingly in view of the high rate of 
growth of investment and NMP, there was a very low rate 
of growth of construction output in 1974—3.2 per cent. 
The figure for 1975 is not yet available. 

In most countries supply of building materials does not 
appear to have presented major problems over the last 
two years of the five-year period (though certain general 
supply problems do still affect construction, particularly 
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TABLE 3.3 


Fixed capital formation by type of capital goods and output and foreign trade of capital goods industries 


De ыы: a og A A RE AEE ЕЕ ae rere 


Annual percentage change 


Gross fixed rh eit СЫР 
; 0 ital of machinery r 
Sei bee fonds fae and equipment ет 
Machinery react | ме ; Мн 
i ngineering a 
Country and period ets ad реа и seh esi dep Exports Imports equipment 
at = ee ee ee ee i ee eee a ee SS eee 
Bulgaria 
Ч НС 9.7 4.8 6.7 ah 12.7 12.8 14.4 33.9 
NOTA pas, Dh Ss Pee ан et Sal 18.2 8.5 36.6 
Czechoslovakia 
а са. МЫ 6.1 14.5 6.5 4.8 8.8 10.0 ЛЕЙ 38.6 
Оо Е м Е Us 12.4 7.4 8.2 8.4 8.6 20.0 39.7 
German Democratic Republic 
52.6 
И oe eo ny 95 ae Bee 4.2 11.3 4.0 4.0 The) 9.3 21.6 
ROL о ИРИНЕ 5.0 Pare 5.8 11.1 7.4 9.8 14.5 51.9 
в ео 7.6 Зи 7.5 8.3 Tell 21.3 18.2 515 
Hungary а a 
о, ТУ 5.0* 3.1 7.0 6.1 19.0 —5.1 50.0 
5 RS fee би И, ЗЕ ча 2.9 15.0* 6.8 Ue? 11.9 13.4 37.2 52.9 
Poland 
1 O73 ween ives ew ae uit sod stewidie. ust wees 25.8 26.0 20.4 il 153 16.7 39.4 41.8 
IROL lee Bent Ze, OS See ee eee 18.9 26.9 14,2 8.9 15.9 22.9 25.0 43.3 
Romania 
OTS esis ie oe ees eS Tod 11.8 7.6 5-5 20.9 26.9 10.0 43.5 
о Е В 3.0 25.2 3.2 9.7 19.7 9.8 18.5 48.1 
Soviet Union 
1D Saisie arey dete hs a abet. Riss 3.2 7.6 2.3 hs) 12.0 14.8 15.8 S155 
а ока 6.4 9.0 59 6.4 12.0 15:2 14.3 3223 


Sources and notes: As for table 3.1. 
а Socialist sector. 


where more sophisticated organizational systems, demand- 
ing quality and precision in supplies, are introduced). 
Output of building materials has, in general, grown at a 
faster rate than output of construction, though in the 
Soviet Union not by very much. The exception is Poland, 
where the very high dynamic in construction output was 
not matched at all in building materials production, with 
a difference in growth rates of 12.7 percentage points in 
1973 and 5.3 percentage points in 1974. 


In Hungary there was virtually no increase in the 
construction labour force in 1971-1974, and in the 
German Democratic Republic, over the same period, 
the figure was very low, averaging 0.6 per cent. These 
figures reflect the strong emphasis placed on labour 
productivity in two countries with an acute shortage of 
labour. In all other countries there was a general tendency 
to increase in 1971-1974, but with the figures for 1974 
alone well below the four-year average. In Romania, 
indeed, there was a 3.3 per cent fall in the construction 
labour force in 1974, As might be expected, the increase in 
employment in Poland has been very considerable, though 


it too slackened off to the still high level of 6.9 per cent 
in 1974. In general, fixed assets per employed have 
grown steadily, though with a tendency to slow down in 
1974. In Poland, for example, the rate of growth of this 
indicator in 1973 was 12.1 per cent, but in 1974 only 
2.4 per cent. On the other hand, Romania showed a 
figure of 17.3 per cent for 1974. Rates of growth were 
particularly high in Hungary in 1971-1973, averaging 
18.2 per cent. Labour productivity trends have, accor- 
dingly, been on the whole favourable, and there is no 
evidence of any faltering of growth rates in 1974. But 
they have not fully reflected inputs of fixed capital. 
In Hungary, for example, the average rate of growth of 
labour productivity in 1971-1973 was 4.3 per cent. For 
the German Democratic Republic, in 1971-1974, the 
average rate of growth of labour productivity was 3.9 per 
cent, as compared with 6.6 per cent for fixed assets per 
employed (table 3.4). 


The pattern of equipment supply has been changing 
radically. There 1S a new emphasis on international 
exchange in equipment and technology, within CMEA 


—————— < 
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TABLE 3.4 


Gross output and factor inputs in construction 
, (Annual percentage change) 
А И ES аа en) et Tetiaig ey 


Per employed 


Gross Fixed (an OMe 
Country and period output assets Employment output assets 
a ie ree ee SE | bi * hat ygartiibry Ye tei С Pala ра 
Bulgaria 
ОВ eee ote oe 6.7 14.6 1.6 5.0 12.8 
UES te & to Aon я 8.5 5 1.0 7.4 
LOTS 3 о В ee 57 в are 
97 1197S А A PeR 57 
Czechoslovakia 
ея eek! clusions 6.5 7.0 Bie 3.2 7.2 
Е, Bore a en eee eo 7.4 8.6 2.2 5.1 5! 
Е у” 8S а Е 7.5 We 0.9 6.5 5 
i I Aa Oa, te, SE URES a oe Om 8.1 ihe 6.3 
О 75a, eee, 6.7 <= "x x 
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OTS Ee ee eee ce Se ees 3.1 10.6 —2.6 5.9 13.6 
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and with'western countries, which found formal expression 
in all the five-year plans. The volume and value of foreign 
trade generally increased faster than domestic engineering 
production throughout the five-year period, and indeed 
a study of average annual rates of growth of machinery 
production, and of imports and exports of machinery in 
1971-1974, reveals a well-defined relationship in the 
majority of cases (table 3.3). Exports of machinery have 
grown faster than production, but imports have grown 
even faster. This reflects and underlines two major 
results of the new policy emphasis. On the one hand, the 
division of labour in the production of equipment within 
CMEA has deepened. On the other, the tendency to take 
net imports of equipment from western countries has 
strengthened. These trends are best illustrated by the case 
of Poland, where the average rate of growth of machinery 
production in 1971-1974 was 14.2 per cent, that of exports 
of some 16.6 per cent, while imports grew at a rate of 
27.9 per cent. The two exceptions to the general trend are 
the German Democratic Republic, where imports of 
machinery grew more slowly even than domestic pro- 
duction, and Romania, where the three rates of growth 
are all about the same. The figures for the German 
Democratic Republic can be explained by the strength 
of the domestic engineering industry. 


Systematic information on the purchase and sale of 
licences is not available, but the table below gives some 
information on Czechoslovakia and Hungary. 


Foreign exchange expenditure and receipts from 
east-west licence transactions 


(In millions of US dollars) 


Czechoslovakia Hungary 
1973 1974 1973 1974 
Expenditure 46.9 54.1 3.3 10.2 
Веер... 11.9 16.3 2.9 1.2 
Expenditure net of 
receipts Бо 5 35.0 37.8 0.4 9.0 


Sources: National statistics; national foreign trade statistics. 


The upward trend in Hungarian purchases of licences 
slackened off in 1972 and 1973, as did that of purchases 
of machinery, and this was closely related to the “‘invest- 
ment freeze’ of 1972, and to the concern to correct the 
balance-of-payments deficit that had emerged in 1971. 
The 1974 figures no doubt reflect the underlying long-term 
trend. The volume of licence transactions involving 
Czechoslovakia retains a high level, and continues to 
grow. An official report submitted to the Central Com- 
mittee of the Czechoslovak Communist Party in May 1974, 
stressed the contribution of licence purchases to the 
solution of many problems of production technology. 


The role of incorporated technology transfers through 
import of equipment from CMEA partners continues to 
grow in importance, despite remaining difficulties in 
terms of marketing, delivery dates, quality and after-sales 
service. It has been reported that in Bulgaria, for example, 
in 1974, 60 per cent of the equipment component of fixed 


capital formation in power generation came from the 
Soviet Union, 95 per cent in ferrous metallurgy, 85 per 
cent in non-ferrous metallurgy, 80 per cent in petro-, 
chemicals and 55 per cent in other branches of chemicals. 
Given the new emphasis on qualitative indicators in the 
Soviet Union and other east European countries, and 
with the continual increase in output of high technology 
goods, especially in the electronic control/automation 
sector, it can be expected that this dynamic trend will 
continue. 


(iv) Allocation by sector 


Patterns of investment in 1974 and 1975 could not but 
have reflected the priorities for completions established 
in the 1971-1975 five-year plan. At the same time, it 
might be expected that the new priorities of the 1976-1980 
period—above all the need to develop fuel and raw 
material supplies—should be to some extent foreshadowed 
in the last two years. The main sectoral priorities can be 
spelt outin terms of continuation of emphasis on the material 
sphere, and especially on industry; within industry there 
has been increasing emphasis on engineering, chemicals, 
building materials and light industry and, from 1974, on 
fuel and raw materials; within the non-material sphere, a 
strong emphasis on housing has developed. There has, 
however, been some variation between countries. In Bul- 
garia, Czechoslovakia, the German Democratic Republic 
and Hungary there was a drop in the share of the material 
sphere in total investment for 1971-1974 in comparison 
to 1966-1970. For Hungary and the German Democratic 
Republic, this trend is also visible in 1973-1974. In only 
one country, the Soviet Union, has there been an unam- 
biguous trend to a greater share of investment for agricul- 
ture (1974; 20.6 per cent as compared with 17 per cent of 
total investment for 1966-1970). For Poland there has 
been a sharp drop, with corresponding figures of 16.4 
per cent and 12 per cent. Bulgaria stands out by virtue of 
a considerable increase in allocations to transport (from 
9.2 per cent in 1966-1970 to 12.2 per cent in 1974). The 
only other country to show a similar trend was the Soviet 
Union. In the German Democratic Republic, Poland and 
Romania the share of industry tended to grow, in the 
case of Poland from 39.4 per cent (1966-1970) to 44.1 per 
cent in 1974. In Bulgaria, however, there was a fall, with 
corresponding figures of 45.9 per cent and 38.8 per cent 
(table 3.5). 


Within industry some specific trends emerged. In 
Bulgaria, Hungary, Romania and Czechoslovakia there 


was a well-defined tendency for the share of metallurgy _ 


to drop. Engineering has tended to increase its share—the 
only country showing an unambiguous trend towards a 
smaller share for this sector is Hungary, though there has 
been a drop in the German Democratic Republic since 
1972, following оп the very high figures (27.1 per cent and 
26.5 per cent) reported for 1970 and 1971. The share of 


light industry tended to rise in the German Democratic : 


Republic, Hungary and Poland while that of the food — 
industry increased in the German Democratic Republic, | 


Hungary, Poland and Romania. The chemicals industry 
has shown increased shares in Bulgaria, Czechoslovakia, 
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Romania and the Soviet Union. Jn only one country, 
Romania, was there any tendency to an increase in alloca- 
tions to fuel and power in 1974 (table 3.6). 


It may be appropriate to make some comment on 
certain of these trends. The strong tendency for alloca- 
tions to metallurgy to decline may simply represent 
increased efficiency in utilization of existing capacities. 
Certainly supply of metals does not seem to have been a 
bottleneck for engineering industries. It is worth noting 
that for some countries there is a slight increase in the 
share of industrial investment going to metallurgy in 1974, 
as compared with 1973. To the extent that this represents 
a genuine trend, it may well reflect increased emphasis on 


extraction of ores, rather than on smelting capacity. The 
switch in emphasis towards primary products showed 
remarkably little in the 1974 figures for investment in the 
fuel and power sectors. This may, however, represent 
simply a lag, and the 1975 figures—when they become 
available—may indicate a more definite trend. 


It is a sign of the new priority accorded the residential 
construction sector that it has now entered the province 
of intra-CMEA co-operation, with the Soviet Union and 
the German Democratic Republic planning to work 
together with a view to raising efficiency and quality in 
the sector. A general impression of developments, past 
and planned, is given by the table below: 


New dwellings constructed 


(Thousands) 
Е АИ ЕЕ АЕ 


Plan 
1971-1975 


Plan Plan 


1966-1970 1971-1975 1976-1980 1975 1976 
рек 220 250 240* ae 68.0 fe 
Czechoslovakia. . . 439 500 614 640 143.0 130.0 
German Democratic 

Republic 297 385 400 550 96.0 100.5 
Hungarys oe 2 В 328 400 438 430-440 98-99 82.0 
Poland eee oe 942 1 075 1425 1525 265.0 
ан esos. coe 660 522 726* 815 163.7 


Soviet Union 11333 11 300-11 500 


11 196 10 900-11 000 


Sources: National statistics; plan-fulfilment reports, plan guidelines. 


In Czechoslovakia there has been a marked trend 
towards higher quality, in terms of amenities, as well as 
fo larger numbers of homes. In Hungary a special 
programme adopted in 1960 aimed at the construction 
of 1 million homes by 1975, and this aim has been real- 
zed. A feature in Hungary has been the availability of 
sxtended-period mortgages at low rates of interest— 
normally around 25 years at around 2 per cent—to heip 
sitizens build or buy houses or apartments. In 1974 
almost two-thirds of the total number of dwellings 
constructed in Hungary were in the family-owned 
category. In Romania also there is a high proportion of 
family-owned dwellings—57.7 per cent of total construct- 
sd in 1974, and private construction is aided by provision of 
State credits. There has been a particularly heavy 
smphasis on housing construction in the German Demo- 
static Republic since 1972, and the number of dwellings 
Quilt annualiy has grown by almost 50 per cent over the 
ive-year period. It is estimated that living conditions 
‘or about 1.8 million people have been improved during 
1971-1975. 


In Poland 1975 saw the adoption of a research and 
jevelopment programme for a comprehensive expansion 
of housing. In the Soviet Union a Central Committee 
ession in September 1975 noted that, since 1969, when a 
najor decision on housing construction had been taken, 
quality of residential and civil construction has 
sen somewhat, and the layout of flats, architectural 


merit of buildings and amenity infrastructure of towns 
and villages improved”. At the same time it was noted 
that “ш some republics and provinces the required 
quality of residential and civil construction has still not 
been attained”’.* 


(v) Progress in key projects 
involving intra-CMEA co-operation 


In mid-1975 joint investments in fuel, power and raw 
materials extraction under the CMEA programme for 
co-operation were valued at 8 billion dollars. Of the 
main projects, the transit gas pipeline is in operation, but 
is to be expanded. Development of the Druzhba gas 
pipeline continues, and pressure testing of the second 
section Leninvdros-Zsambok has begun. Laying of the 
Orenburg g15 pipeline has begun, and the project will 
use Polish as well as French equipment. Development 
of nuclear generation continues, and it is estimated that - 
by the beginning of the 1980s the total capacity of 
nuclear power stations in socialist countries will be about 
40,000 MW. In July 1974, an agreement was signed by 
Bulgaria, Czechoslovakia, Hungary, Poland, the German 
Democratic Republic and the Soviet Union, on co- 


49 Ekonomicheskaya Gazeta, No. 36, 1975. 
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operation in the construction of a 750 kV transmission 
line from Zapadnoukrainskaya, in the USSR, to Albertirsa 
in Hungary. This project will lay the basis for further 
integration of the east European electricity grid. In the 
Soviet Union work is proceeding on the Kursk metallurgy 
combine, the Kiembai asbestos combine and the Ust’- 
Ilim timber-cellulose combine. 

Co-operation is also developing on a bilateral basis, 
particularly in the chemicals industry. In Czechoslovakia, 
for example, the Prerov sulphuric acid works is to be 
built largely by Polish construction enterprises. In 


Hungary the ethylene works at Leninvaros, a product of 
Soviet-Hungarian co-operation, went into production in 
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1975, and in Poland the Plock petrochemical project was 
done on the basis of Soviet as well as of western co- 
operation. Bilateral co-operation has also been notable 
in metallurgy. The Székesfehérvar aluminium plant in 
Hungary, for example, was a joint Hungarian-Soviet 
project. 


This dimension of investment activity in the east. 


European countries is, then, developing rapidly and will 


play a key role in investment trends in 1976-1980. The 


extension of co-operation beyond the sphere of key 
industrial projects into sectors like house-building 


indicates prospects for a widening as well as a deepening 


of шна-СМЕА economic relations. 


_—_——— 


; ot stingy ois 
АН К 

РО ах ея lo wadinde ; 
RupwTManos of + Denis GT gp ЭФфоВа ae 

ЕЕ. Е. $ 

уе 1% $ ма 252 gage 24.5% г @ У sat ВИ = 
shea wst №. ity 9ol р myerieet pore beaiae 
: ме. $ ah ciate Ой 
ше “er ? = 

; tet Е 


= 
ot 


en ый J 


Eee Wass А: р а 
2 ie | = ~~ i an 
А О Вы att ace 


_— to b= 


4. CONSUMERS’ INCOMES AND SUPPLIES 


In 1975, real income of the population developed broadly 
in line with the previous four years and with the plans 
(table 4.1). Reported increases ranged between 4 and 5 
per cent in the Soviet Union, the German Democratic 
Republic and Hungary. There was a rise of 5.5-6.5 per 
cent in Bulgaria and Romania and of as much as 8 per 
cent in Poland. In 1975, as in the preceding four years, 
the expansion of real income was more closely correlated 
than previously with rises in real wages and in some cases 
with significant increases in social benefit payments, but 
less so with changes in incomes from agriculture (table 
4.2). Only a small part of the increment in income per 
head of population was due to increased employment, 
this reflecting limitations on supplies of additional labour.®° 
The only exceptions were Romania and to a lesser extent 
Poland, where the growth in employment continued to 
play an important role in the growth of real income of 
wage- and salary-earner families. 


(i) Incomes and income policies 


In 1975 increases in money income were larger in 
countries where consumer prices had been rising than in 
countries with stable consumer prices. Among the 


50 [п the early 1950s and 1960s the increase in the number of 
wage- and salary-earners in the family played an important role in 
raising the total and per capita incomes of the population (see 
Incomes in post-war Europe: A study of policies, growth and distri- 
bution, Economic Survey of Europe in 1965, United Nations, Geneva 
1967, part 2, chapter 7). 


countries with unchanged consumer prices the increase 
was fastest in the Soviet Union (6 per cent), while it 
ranged between 4 and 5 per cent in Czechoslovakia and the 
German Democratic Republic. An increase by an 
estimated 12 per cent of total money income in Poland 
and of about 9 per cent in Hungary, has been accompanied 
by increases of 2.9 and 3.8 per cent in consumer price 
indexes. The expansion of money incomes in 1975 in 
the Soviet Union and east European countries was 
largely due to an above-average expansion of wages and 
wage-like incomes, though in Hungary and Poland it was 
also associated with rapid increases in social transfer 
incomes (pensions and others). Agricultural incomes 
increased less than did total money income, and less than 
in the preceding four years. This was related to the level 
of agricultural performance. 


Real wages in all sectors of the national economy further 
rose in 1975 in the Soviet Union and the east European 
countries at rates varying between 3 and 8 per cent. 
Growth of real wages was exceptionally rapid in Poland 
(8 per cent) and Romania (7 per cent). The rapid increase 
in real wages in Poland continued through all the five- 
year period. On a five-year average it was 7 per cent. 


In the second part of the 1960s closer links were insti- 
tuted between growth of wages and growth in productiv- 
ity in the Soviet Union and the east European countries. 
The basic system covering wage increases and rules for 
wage-like income payments (bonuses, profit participation 
etc.) were generally maintained in 1971-1975, whereas 
selective changes in the existing wage structure (between 
sectors and occupations) have been implemented by wage 
policy measures taken year by year. 


TABLE 4.1 


Real income per head of population 


(Annual percentage change) 


=: я Sie 

Bulgaria Czechoslovakia® Republic ® Hungary Poland + Romania Union 

SE IT a a ISPS SM IY TS, Oe 

Sigs ee 8.5 5.5 6.1 5.0 10.2 5.0 5.0 

ВЕ WU 4.9 3.4 6.1 6.4 6.5 6.4 4.0 
а emo 43 о 3 3.5 7 9.0 5.0 
ЧЕ оне 5.6 >. 5.0 4.0 8* 6.5 42 
а ES 4.6.5.4 4.3* 41 4.6-4.9 6.0¢ 7.0-7.9 54 

Nitin Е: 6.1 9.5* 19 iid 


‘Sources: National statistics; plans and plan-fulfilment reports. 

< Money income in real terms. 

© Data refer to real incomes of wage- and salary-earners’ households. 
© Consumption of goods and services per head of population. 
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TABLE 4.2 
Money income and real wages 


(Annual percentage change) 
о ee eee eee ee eee ИЕ ЕНЕНЕ 


Pensions and Real wage 
Total Wage and Income social benefits per wage- 
money wage-like from Se and salary- 
Country and period income income agriculture Total Pensions earner 
1 2 8 4 р > 6 7 
_ Czechoslovakia 
1973 sc epee tees a ence 6.4 4.6 6.0 dell 3.7 Sut 
1974 ers ee: tte. oes Deere 4.6 4.6 1.9 3.9 3.3 2.9 
Plan 1975. vate cated eins 4.4 a $8 one Ae ~~ 
1975 3 ры, а ЗБ ee Shi 4.4 cnet 4.6 3.1 Зы 
Рапота ser ars 4.9 2 ee ) Зи 2.5-3.02 
1971-19757 eS ae 52 4.7 We 5:3 4.9 335 
German Democratic Republic b с в 
ОЗ о тео 5.6 3.1 On 11.3 14.6 35 
Ue О ie ee eta Oe т 4.8 3:7 eps 6.7 3.0 4.3 } 
Я 97S perm т ВА ВУ 4.4 ae ae af м a } 
NO] Seema ео 4.0 3.5 де ss Зв 3:2 к 
оО ов ОН 4.0 » *n ‘ ie aa q 
9-1 4.8 3.9 sre ae nie ВИ | 
Hungary | т | 
О С 9.7 8.1 95 192 - 205 2.8 "а 
о И 10.3 9.1 10.6 16.4 15:2 356 
DUET a eas cee ees ace es 8-9 os а vs es 2.5 
р еек: 9.3 8.2 5.6 17.6 17.0 са. 4.0 
О ав бо ав ee oe г ae Ba 3.0-3.4 
1971-1975 FE hg einen ere 8.8 Tha 9.5 15.2 15.8 3.4 
Poland 
1973 Аи Soke BASSAS. he 14.2 15.2 19 11.0 
О Торт Otis 14.8. 17.4 7.6 1333: 
Я amor eon fies me ca. 10 11 9 19 
ВЕН И 13.3 2.6 
Ра ое. ; 
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There was a narrowing of the gap between the material 
and non-material sectors in the earnings of wage- and 
salary-earners. Wages and salaries in non-material 
branches such as. health, education, research, etc., were 
revised upwards during the 1971-1975 plan, particularly 
in the first part of the quinquennium. New minimum 
wage regulations have been introduced. In addition, 
wages and salaries of medium-bracket workers and em- 


ployees have in most countries been raised at an above- 
average rate. 


In the Soviet Union the introduction of new pay con- 
ditions in the material sphere was completed in 1975. The 
programme for increasing wages and salaries below 90 
roubles a month, combined with tax remissions and reduc- 
tions, was also carried out for material branches in 1975. 
As a result of these moves, pay has been increased for 
more than 75 million personnel during the 1971-1975 
period. Increases in basic wage and salary rates for 
workers and office employees in the non-material sphere 
will start from 1976. This applies to personnel in edu- 
cation and public health (except those for whom higher wage 
and salary rates have already been introduced) and 
personnel in scientific and cultural institutions, trade, 
public catering, housing etc. 


In the Soviet Union, regional coefficients (zonal 
additions) for wages and salaries in west Siberia, certain 
parts of the Turkmen SSR and in the Urals were intro- 
duced. Increments for length of service in the areas of 
northern Europe and supplements in the Far East have 
been established. The level of supplements for industrial 
night work has also been increased during the five-year 
plan. ' 


In Hungary, to correct inequalities which had developed 
in the system whereby wage increases were closely related 
to enterprise performance, 1.3 million wage-earners in 
State industry and building industry received a special 
wage increase of 6-10 per cent in 1973. In 1974, these 
arrangements were extended to industrial personnel of 
State transport and trade organizations and auxiliary 
personnel in State industry and the building industry.” In 
addition, the salaries of staff of State financed research 
institutes were increased by 10 to 20 per cent and of staff 
of local councils by 5 to 15 per cent in 1974. Further 
measures will be taken from 1976 to mitigate some 
unwarranted wage differentials. From 1 January 1976 
wages and salaries of créche personnel will be raised on 
average by 14-15 per cent and of nursery school staff by 
17-18 per cent. Wages of those who work in continuous 
and three-shift systems in the paper industry will also 
be raised in the first part of the year. 


In Poland, the process of wage adjustments and in- 
creases was practically completed during the year under 
review. In 1975 about 600,000 more wage- and salary- 


51 The statutory minimum monthly wage was increased in 1971 in 
the German Democratic Republic from 300 to 350 marks; in 1972 
in the Soviet Union to 70 roubles; in 1973 in Bulgaria from 65 to 
_ 80 leva; in 1974 in Poland from 1,000 zlotys to 1,200 zlotys and in 
_ 1975 in Romania to 1,346 lei for skilled workers and 1,140 lei for 
unskilled workers. ie УТ 

52 То avoid side-effects, wages and salaries are to be permitte 
_ rise to a certain level (1.5-2 per cent yearly) without regard to enter- 
_ prise performance as from 1976. 


earners benefited from this; so far, over 11 million persons 
in the State sector have had wage and salary rises. From 
|] January 1976, 850,000 earners—the last group of wor- 
kers and employees to whom the 10-year pay operation 
applies—will benefit from wage rises and adjustments. 
Among the principles of the wage system envisaged in the 
1976-1980 plan, a closer relation of wage increases to 
productivity increases, and stimulation of rational use 
of labour are emphasized. Within the new system, 
increases in wage funds will depend, to a greater extent 
than earlier, on productivity performance. 


In the implementation of Romania’s programme on 
improving the living standard, wages and salaries have 
been raised more markedly for lower wage- and salary- 
earners.® 


The introduction of higher minimum wages and the 
faster increase in earnings in the middle echelons of the 
labour force led to a further narrowing of occupational 
wage differentials in most of the countries of the region. 
In industry, for example, a comparison of wage and 
salary differentials between the three categories (manual 
workers, engineering and technical personnel and admin- 
istrative personnel), for certain countries shows relative 
gains in the average level of wages of manual workers. 


Wages of industrial workers and employees 
by type of occupation 
(Average wage in industry = 100) 


Engineering Adminis- 


м [ 
ит и 

Czechoslovakia 

оО hee be eo eee 96.4 117.4 

1974, она. 96.7 115.4 
Hungary 

1970.25 ack. SS eae 96.4 145.3 93.1 

Oh Le rs ree СА 97.5 137.8 89.4 
Poland 

1970 ть cabo СЕ 95.4 143.0 98.0 

197A AS See ВЕБЕ 96.6 136.4 93.9 
Soviet Union 

Об ис ee ees 98.0 133.5 83.7 

19 TAGE ap; Midi apo EMEC ce, eee 99.0 124.4 81.2 


Sources: National statistics. 


58 The information available is as follows: 


Wage- and salary-earners by wage group in Romania 
(Percentage distribution) 


Wage brackets (lei) 1970 1975 
Bess than, 900 ces & tar Rete ere en а 70 — 

О-о 20.3 — 

10-30 AN Se ee Ss 22.0 3.5 
13015155002) Зее. ВА СЕОУ 15.7 16.8 
2:00 1=2; 500 mir. Uae tas OOM, beta: eae ler avert ae 8.2 25.8 
More:thane2,500 ое. fs? Hote es eed pees 6.054913 


Source: Era Socialista, No. 16, 1974. 
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In the second part of the five-year period there have 
been changes in the wage tariff system in the Soviet Union, 
Czechoslovakia, Hungary, Poland and Romania. The 
reordering of the basic wage rate system has been com- 
pleted in Hungary and Romania and, as has been already 
mentioned, in parts in the Soviet Union. It is under way 
in Czechoslovakia and in Poland and preparations for 
‘it are in progress in Bulgaria and the German Democratic 
Republic. In general the new system of basic wages and 
wage classification strengthened the p шаре of remuner- 
ation according to work, subject to the maintenance of 
adequate skill differentials. Another goal is to increase 
the percentage of the basic wage in actual earnings. 
Romania plans to raise this percentage to 90 per cent. 


In Hungary, in 1975 in accordance with the principles 
laid down, a decree was issued limiting the income of 
chairmen of farming co-operatives. Supplementary 
payments to leading personnel in State enterprises will 
also be subject to new regulations from 1976, with a 
ceiling on top incomes. In Poland a new labour code came 
into force on 1 January 1975. Measures have been taken 
to abolish differences in labour conditions between blue- 
and white-collar workers. 

Another long-term objective of income policy in east 
European countries and the Soviet Union is to bring 
incomes of co-operative farmers close to those of workers. 
The introduction of zonally differentiated purchase 
prices in the Soviet Union, further increases in the guar- 
anteed pay of collective farmers, the issuance of credits 
to make guaranteed pay possible and a number of other 
economic measures were in line with the above goals. 
The monthly guaranteed pay of collective farmers was 
more than 96 roubles by the end of the five-year period, 
compared to 75 roubles in 1970. 


It has been reported that the incomes of workers and 
co-operative peasants in Bulgaria have been nearly 
equalized. The ratio of real incomes per capita of the 
two social classes was 1:0.94 in 1974. The equalization 
of incomes has also teen accompanied by equalization 
of labour conditions of co-operative farmers with those 
of workers and employees. In Hungary, the income level 
of co-operative farmers came very near to that of wage- 
earners by the early 1970s. Accordingly, the new policy 
objectives are to keep the income development of workers 
and peasants on the same level." In Romania a system 
of monthly guaranteed income of collective farmers was 
introduced in 1970. In 1973 and 1975 the guaranteed 
minimum was increased by varying amounts.® 


The system of social security for collective farmers was 
further expanded in coverage and in scope during the 
five-year plans, bringing the social benefits of members 


54The directives of the 11th Party Congress in this respect 
formulates the policy as follows: ‘‘...The incomes of the basic 
classes and strata, first and foremost those of the working class and 
peasantry, should grow proportionately”, (Supplement to Népsza- 
badsag, 23 March 1975.) 


55 [п December 1975 it was decided to increase the guaranteed 
monthly income from 1,300 lei to 1,500 lei for co-operative members 
working in animal breeding, and from 1,000 lei to 1,200 lei for those 
working with vegetable, grape and fruit-growing. At the same time 
there has been an increase in daily wages from 35 lei to 45 lei for 
those working in grain and food production sectors, 


of farming co-operatives closer to those of wage- and 
salary-earners. In the Soviet Union, the equalization of 
pension rights of co-operative farmers with those of wage- 
and salary-earners was carried out in 1971. 


In Bulgaria, with the amendments to the Pensions 
Act adopted in 1975, differences in social insurance 
between co-operative farmers and wage- and salary- 
earners have been removed. Accordingly, all co-operative 
farmers are entitled to a pension under the regulations of 
the workers’ and employees’ Pensions Act. In Czechoslo- 
vakia, according to the new law on social security coming 
into force on | January 1976, the pensions of members of 
farming co-operatives are to be calculated on the basis of 
the same criteria as pensions of wage- and salary-earners. 
As from 1975 in the German Democratic Republic 
mothers working in farming co-operatives receive the 
same extra holidays and remissions in working hours as 
working mothers in other sectors. With a view to the 
gradual equalization of the pension rights of co-operative 
farmers and wage- and salary-earners, the retirement age 
of co-operative farmers will be reduced in Hungary by 
one year every year from 1976 until 1980.5 (From 1980 
a uniform retirement age of 60 for men and 55 for 
women will be established.) During the 1971-1975 period, 
6.5 million agricultural personnel have received free health 
protection in Poland. From the middle of 1974 elderly 
farmers unable to run their farms have been able to apply 
for a pension in exchange for the transferal of their land 
to the State. Within this framework more than 100,000 
farmers were receiving pensions on an average of 1,000 
zlotys per month at the end of 1975. 


With the implementation of social policy programmes, 
the absolute and the relative position of pensioners has 
been improved. Minimum pensions have been raised5’ 
and measures taken to raise low pensions. In some cases 
there has been a general increase in pensions at differing 
rates, with lower pensions rising faster than others. 


Programmes for increases in pensions incorporated in 
the 197:-1975 plans were implemented in the early years 
of the period in Czechoslovakia 58 and in the German 
Democratic Republic. In the Soviet Union, the pensions 
of 24 million persons—SS5 per cent of all pensioners— 
have increased between 1971-1974. In Bulgaria a recal- 
culation of all pensions was carried out in 1974. In 


Hungary about 60 per cent of pensions weie raised to- 


varying degrees in 1975. Pensions automatically increase 
annually by 2 per cent in Hungary and the lowest level of 
increase will be raised from | January 1976 from 30 forints 
to 50 forints a month. One basic aim of the long-term 
programme of social benefit payments in Poland—started 


<< 


se According to the new social insurance law and the amended 
pensions law, adopted in 1975, every citizen has the legal right to 


free health care in Hungary, independently of insurance member- 


ship. 

5? The minimum-pensions were raised to 20 leva per month in 
Bulgaria (1974), to 200 marks in the German Diemachate Republic 
(1972), to 910 forints in Hungary (1975), to 650 lei in Romania 
(1972), to 1,100 zlotys in Poland (1974) and to 45 roubles in the 
Soviet Union (1971). 


into force 1 January 1976, pensions of more than 3 million re 
persons will be further raised. - 


/ 
р 
* 
р. 


j 
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58 Under the new Czechoslovak social security law, which enters} 
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in 1974 and to proceed by stages up to 1980—is to reduce 
the gap between the living standards of employed and 
retired people. In 1975, 1.8 billion zlotys were spent on 
pension increases (excluding the amount paid to pewly 
retired persons). 


To increase the State contribution on maintenance 
and upbringing of children and also moderate possible 
income inequalities, family allowances have been increased 
during the quinqueunium, in most cases in the first part 
of the period. 


In Poland the reform of family allowances which started 
in 1974 was completed by 1975. About 2,500,000 families 
whose income per capita does not exceed 1,400 zlotys a 
month benefited from the measuie. In 1974, as the first 
stage of the programme, family allowances for the third 
and each subsequent child in these families were raised. 
At the same time a new form of allowance was introduced, 
namely 500 zlotys per month for an invalid child irres- 
pective of the income level of the family. During the 
second stage in 1975, family allowances for the first two 
children were raised at a cost of about 8 billion zlotys 
a year. From the alimony fund established in 1974 
the State pays 1,000 zlotys a month to foster parents. 
The foster mother is entitled to 14 weeks’ paid maternity 
leave and children from foster families attend créches 
and kindergartens free of charge. 


On 1 November 1974 there was an increase in family 
allowances for families with a monthly income not 
exceeding 50 roubles per family member in the Soviet 
Union. This measure will cost 1.8 billion roubles annually. 


Some of the social policy measures taken during the 
five-year period were related to population policy objec- 
tives. The more important among them were as follows: 
paid leave with full salary during pregnancy and an 
increase from three to seven days of fully-paid leave in 
case of child sickness were granted in the Soviet Union. 
From April 1975 increased grants for new-born babies 
were established in Bulgaria. Strong support to families 
with children has been offered in Czechoslovakia * in- 
cluding the child-care allowance,®° which is about one- 
fourth of the monthly average wage. In the German 
Democratic Republic maternity leave has been extended 
from 14 to 18 weeks. Working hours for mothers with 
more than three children (two children where shift work 
is involved) has been reduced and additional annual leave 
for mothers with more than two children has been extended 
from three to nine days. In Hungary the child-care 
allowance was raised in 1974 to an amount which is 
roughly equal to one-third of the average wage.*' In 
Poland new maternity allowances will be introduced from 
1 January 1976. A lump sum three times the normal 


59 Every working woman becoming a mother is entitled to mater- 
nity leave of 26 weeks, with a virtually full salary. In Czechoslovakia 
the retirement age for women ranges between 54 and 57 years, 
according to the number of children they have brought up. 

_ © This is paid to mothers who stop work in order to care for their 
‘children at home. It is granted until the child reaches two years of 
‘age in Czechoslovakia and until three years in Hungary. 

_ 61 Within the framework of the system in Hungary 265,000 women 
hich represented three-quarters of working mothers with newly- 
children) received child-care allowances at the end of 1975. 


family allowance per child will be paid to working 
mothers and to non-working wives of workers. 


The figures in the table below indicate that these 
measures may have had a positive effect on crude birth 
rates, though other factors could have been involved. 


Number of live births per thousand of population 


Bulgaria Czechoslovakia Hungary 


О e  ee eee & 16,34 18,8) 14.7 
По oe ae OD eo 17.2 19.8 17.8 
Те hls В oe 20.0* 18.4 


Sources: National statistics; plan-fulfilment reports. 
а The lowest rate was reached in 1972—15.3. 


This breadth of coverage of wage and social policy 
measures taken during the 1971-1975 Plan must have 
resulted in a further narrowing of family income differen- 
tials. In addition, social consumption funds played an 
increasing role in the implementation of the policy of 
narrowing the income gap between families with different 
numbers of dependents, and between industrial and farm 
workers. At present the social consumption fund accounts 
for one-third of total consumption in the Soviet Union. 
During the plan period social comsumption in the Soviet 
Union and most of the east European countries has 
increased at a faster rate than personal consumption. 


In Hungary and Poland taxes on property above certain 
values were introduced in 1974 and 1975. In Poland 
a once and for all wealth levy was imposed. With 
these exceptions measures announced in 1975 relating 
to taxation meant abolitions or reductions. In the 
Soviet Union there were exemptions from taxation for 
wage- and salary-earners with earnings in the bracket of 
up to 70 roubles per month and also a lowering of tax 
rates (by two-thirds) for earnings up to 90 roubles per 
month. The resumption of amortization payments on 
State loans since 1974 in the Soviet Union (resulting in 
a total of 2 billion roubles in additional incomes to the 
population) primarily served redistribution purposes. In 
Bulgaria taxes on low earnings were also abolished. In 
Czechoslovakia there were tax reductions for families 
with children, and pensions will no longer be taxed from 
1976. In Poland from 1976 wage and salary taxes will be 
abolished as will be the compulsory pension contribution 
paid by wage- and salary-earners. 


(ii) Consumer price policy 


In the Soviet Union and the German Democratic 
Republic there was a downward adjustment of 0.5 to 1.0 
per cent in the consumer price level during the quinquen- 
nium and during 1975. On the whole, downward move- 
ments in prices were associated with declining retail prices 
of industrial goods (see table 4.3). 


62 See Economic Survey of Europe in 1974, United Nations, 
New York 1975, part IJ, chapter 5. 
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TABLE 4.3 
Consumer price index 


(Preceding period = 100) 
eS SS SS EE a 
Country and period Total Food Non-food Services 
о 


Bulgaria % 
197 Sa ee, aero mee 100.4 103.3 99.7 
о о 100.2 100.7 99.8 


1973 100.2 100.1 100.2 100.3 


‚ г Dee. = 
9: ieee LS 
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During the 1971-1975 plan period the consumer price 
level was kept stable in Bulgaria and Czechoslovakia. 
In Bulgaria the moderately rising cost of foodstuffs was 
in general balanced by price reductions for manufactured 
consumers’ goods. Petrol rationing, introduced at the end 
of 1973, meant almost a doubling of prices, since the old 
prices remained valid only when coupons (issued to the 
value of 40 litres per month) were presented, with addi- 
tional purchases being charged at double the price. In 
March 1975 the rationing of petrol was abolished and 
the lower (coupon) price maintained, which actually 
meant a decrease in petrol prices. 

In Czechoslovakia, prices of foodstuffs remained 
practically unchanged, and prices of non-food commo- 
dities were lowered, while a slight increase occurred in 
public catering prices and in some services (for the 
four-year average this meant 0.5 and 0.2 per cent increases 
respectively). It is worth mentioning that there was a 
temporary reduction by 5 to 15 per cent in the prices of 
some types of cars in 1974 (valid up to May 1975). 


In Hungary, the rise of 3.8 per cent in consumer prices 
in 1975 was as foreseen in the annual plan. The price- 
augmenting effect of the 1974 price policy measures 
(taken in the second part of the year) influenced the total 
index by 1 per cent in 1975. Due to the growth of producer 
prices of some basic materials, some consumer price 
increases were made in January 1975. These implied 
average increases of 1.2 per cent for hardware, 4.3 per cent 
for plastic and chemical products, and 3.2 per cent for 
furniture. Price rises in world markets and increases in 
domestic producer prices required an increase in the 
retail prices of petrol (on average by 20 per cent) and 
prices of some timber products and building materials 
with effect from August 1975. To lessen the burdens of 
subsidies on imported and domestically produced sugar, 
the price of sugar went up by an average of 50 per cent 
from 1 December 1975.* 


In accordance with Hungarian producer price policy for 
1976, consumer price increases will be introduced affecting 
building materials, furniture, paper products and some 
services at the beginning of January. From 1 July 1976 
the price of meat and meat products will go up as an 
adjustment of consumer prices to production costs. 
Simultaneously with meat price increases, a rise in wages, 
pensions and social benefit allowances will be introduced 
as a compensation measure. Taking into account the 
carry-over effect of 1975 price policy measures consumer 
prices are planned to rise by 4.5 per cent in 1976. 

In Poland and Romania a policy of rigidly maintained 
consumer prices was followed in the first two years of the 
quinquennium, but some price movements occurred in 
the last two or three years in both countries. In Poland 
some consumer price adjustments reflecting the producer 
cost and import price changes were allowed in 1974 and 


4 Népszabadség, 30 November 1975. | 
85 The average rise in the prices of building materials will be 22 


q per cent for products unaffected by the price changes of August 


. 
: 
$ 
: 


1975. From 1 July 1976 the price of meat and meat products will go 
up by an average of 32 to 33 per cent. Prices of fats and fat bacon 


will not be altered. (Népszabadsdg, 3 December 1975; 4 January 


1976.) 


1975. Despite the freeze in prices of basic foodstuffs and 
other basic consumers’ goods introduced in early 1971 and 
extended to the whole five-year period, there was a fairly 
large change in the consumer price level in 1974 (7.1 per 
cent Increase). Prices of some vegetables and fruit were 
increased, especially where marketed outside the socialist 
sector. There were also price rises for alcoholic beverages 
and restaurant services. The moderate price index move- 
ment of 1975 (a 2.9 per cent increase) was related to price 
rises for some manufactured products and some services. 
From February 1975 the retail prices of paint and house- 
hold utensils went up due to an increase in raw materials 
prices on the world market. Following on an increase in 
the purchase price of tobacco, the retail price of cigarettes 
and other tobacco products was increased in August 1975. 
From September 1975 fares for fast and express trains as 
well as charges for registered luggage were raised (the 
revenues thus obtained have been used to finance wage 
increases for railway workers). 


In Romania consumer price increases in 1974 and in 
1975 largely reflected price movements in imported raw 
materials, and domestic agricultural procurement prices 
(in 1974). The rise in the consumer price level in 1974 was 
nevertheless only 1 per cent and was not higher than 
about | per cent in 1975.86 The income effect of the rises 
in consumer prices was offset by additional wage and 
salary increases. In compensation, wage- and salary- 
earners were granted a monthly supplement of 60 lei not 
subject to any deductions. 


(iii) Retail sales turnover and household expenditures 


In 1975 retail sales continued to grow steadily (see 
table 4.4). In general there was a further improvement in 
supplies of consumers’ goods but some shortages occurred 
from time to time. In the sphere of food products, there 
were still problems as regards choice and quality. Grow- 
ing demand for technically more sophisticated items 
was in some cases too much for supply facilities to cope 
with. According to reports the difficulties arose partly 
because of a lack of co-ordination between production 
and trade organizations. In 1975 especially, great 
emphasis was placed on decisive improvement in the 
supply of consumers’ goods in Bulgaria, Poland and 
Romania. In Bulgaria various economic incentives for the 
expansion of consumers’ goods output were established, 
along with sanctions for nonfulfilment of import plans 
for the same goods. A co-ordinating council for the pro- 
duction and import of consumers’ goods was also set up. 
In the light of shortcomings in quality and in the distri- 
bution system, a special governmental body was set up to 
integrate control and guidance on consumers’ goods in 
Romania.*? The measures taken to improve supply 


86 Because retail prices were in some cases not covering production 
costs, and due to increasing import prices, retail prices of a number 
of products, including fuel and some services, were increased in the 
middle of July 1975. 

87 For better co-ordination between the most important elements 
of meat and meat products supply three new laws will come into 
force from 1 January 1976 on the breeding and slaughtering of 
animals, and on the production of meat products (see Scfnteia, 
15 October 1975). 
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TABLE 4.4 
Volume of retail trade turnover 
(Annual percentage change) 
Country and period Total Food Non-food Country and period Total Food Non-food 
Bulgaria Poland (continued) 
Пояса AG. OSE see 8.5 Tee 9.7 Рав 97 льва: 50s ah re ee 
OTA om НХ Мк 9.5 8.5 10.2 19753 занос bots : 15% ba rot 
Planki97 Sea паями Ip. Plan 1971-1975... . 7.4° be Be 
Od aber ee RAT oes ОРУ ee 7.8 1971-197 Sete. Se la, Gai а 13 10 11 
Рав 197151975 есь 6.8 а 
ая ne 7.8 Romania 
1973 Ps RO 7.8 7:5 8.2 
zechoslovakia о. Wee ior: seen 0 10.5 9.6 11.5 
1 EE ad ie ek A et 5.8 3.6 8.0 Plan d97See ово 9.4 a Aye 
Ода Е Кеть Oe 75 4.3 10.6 1975 si сяьиа теме dal: Sy 2 8.6 
Ра о ee 4.4 3.6 5) Р!ап 1971-1975 ут 7-8 сл, ore 
LAS ст <p ae, ee ee 3.44 ve 1971-1975 hae cee 8.2 8.1 8.3 
и Bary оо ЗА са. es ‘Sines Union 
Mere а eh 02 digg 5.1 5.9 
German Democratic Republic тоздин Galtier mua ee 5.9 4.3 7.3 
о ee oe eee” 5.8 3 8.8 Plantlo7sS eee, си 6.0 м af 
197] Fide at ane setae ee. 6.1 4.2 8.2 1975 235 Ble ee Ab Ae Bee: 7.0 5.94 6.74 
Вала «FG 3:5 3.3 37 Р&п:1971-1975 кон et ee 6.9 ma a5 
Ly or ЕСС, О eer 3.5 3.0 4.0 1971-1975 Ne. ВУ. 6.3 bY 7 6.8% 
Plan 071-19 Sacto: | gers Ai 4.15 Е a 
er BT ith eee ИЯ 5.0 3.5 6.9 Byelorussian SSR 
1S 73 noe eet se ee eee 5.9 7.0 4.9 
Hungary ДЕВИН ST De 5.6 5.7 6.2 
ев Зее. 2. 5.8 ЗЕ. 7.9 Plan: 19, ен 6.6 
AE ee р Оо а ИИ 9.2 7.0 11.2 О Е а о RR ee 7.7 
Ре. 4.8 oe ve ТОО TSR es. ak See mes 
1975. ES Bah eee 5.4 7.1 4.0 gts 
р о 2h es 2 see 6-6.3 a Ke Ukrainian SSR 
IOS JIH19 TSB OE. Bee eee 6.2 5.8 6.7 (yk ies” ee ae es в 6.1 6.3 5.1 
В и 4.1 2.6 5.6 
виа Е aie oe 6.4 
рен Ue 13.0 1 385; 12.7 LOT So ca een УМО Tel 
dS RS ee, Е о чи 9.3 5.9 11.9 197 1=1975 оо AE OS 6.2 


Sources; As for table 4.2. 
Note: Turnover at comparable prices—if not otherwise indicated. 
а At current prices. 


conditions in Poland included reduction of exports of 
certain commodities, an increase in imports of consumers’ 
goods and a ban on the sale of some products to institu- 
tions at the end of 1975. Temporary difficulties in supplies 
of meat and dairy products occurred in early 1975 due to 
further steep increases in meat consumption, but were 
counteracted by a restriction of exports and by an 
appropriate increase in imports. 


Taking the first four-year period of the five-year plan 
as a whole, sales of industrial goods increased faster than 
sales of foodstuffs (with the exception of Romania). The 
degree of the shift varied, however, among countries. 
There was a pronounced shift from foodstuffs towards 
manufactured consumers’ goods in the Soviet Union, 
Czechoslovakia and the German Democratic Republic 
(in increasing order). The commodity composition in the 
German Democratic Republic did not change substan- 
tially in 1975 in comparison with the previous four-year 


> Supplies to retail trade. 
с State and co-operative trade, at current prices. 


average, but there was a visible shift towards manufac- 
tured goods in Romania. In Hungary and Poland also 
developments in 1975 differed from those of preceding 
years, in that there was a shift away from manufactured 
consumers’ goods towards foodstuffs. This was probably 
related to a faster increase in prices of non-food products 
than in prices of foodstuffs. 


Though the composition of retail trade varied from year — 


to year, commodity to commodity and country to country, 
some generalizations can be made regarding the main 
features of developments (table 4.5). In the food sector 
there were steep increases in sales of meat, milk, eggs and 


fruit, and in general a slowing down in sales of cereals and — 


potatoes. Retail turnover in manufactured consumers’ 
goods showed a continuing expansion in cars and furniture 


# 


sales. In most countries of the region demand for durables — 


shifted towards higher quality household equipment (see 
text table on p. 134). 


| 
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TABLE 4.6 


Household expenditure by main types of consumer goods and services 


(Percentage distribution) 


Дод 


Housing 
i pros Health, Transport 
Food and items of culture, and Other 
Country and year beverages Clothing housekeeping Rent education communications expenditures 

ee a a ee 
Bulgaria 

О. Shs rk Seo ee wae 45.8 11.4 — 14.9 —— 8.0 Dall 17.2 

EIR. oe cop Gr tee cara Cre tS HP at 44.9 11.0 —— 13.1 —— 9.9 2.6 18.5¢ 
German Democratic Republic 

1970 Sree, ee. See tt ar ee ee ee Oe, 41.3 13.9 20.4 3.6 3.1° 1.8 15.9 

LOWES cosh: cad tear screeners © Martie 38.3 14.6 22,2. Ba 3:50 133 16.9 
Alungary < 

А оо Sa ee, eal ae 41.0 14.8 20.8 1.1 8.8 6.9 6.6 

1974 Sid с К ese 373 14.1 22.2 1.8 8.7 8.3 7.6 
Poland 

ОО В: аа 46.7 15.7 —- 148 — . 12.6 2.6 7.6 

и: ое О ЕЙ 45.2 15 — 13.8 —— 10.1 4.9 10.9 
Soviet Union 4 

OLY <5: Sage ce ee aan eee 354 15:5 6.1 2.5 6.9 

Oe Le See act ею, 33.5 15.3 6.8 2.6 6.7 


Sources: National statistics. 
Note. — Net expenditure—except for Bulgaria and the Soviet Union for which information refers to gross expenditure. 
For Czechoslovakia data are available only for the structure of total money expenditure: 


(Percentage distribution) 


Purchases of goods Rent Transport, communications Taxes and fees 
L970 Reece ace ie 69.8 3.4 3.9 11.8 
EL eG eee 69.7 3.4 3.6 11.5 


2 Of which the share of taxes were as follows: in 1970, 5.1; in 1973, 6.1 bere cent. 

> Expenditure on culture and education only. 

© Data refer to worker and employee households. 

4 Data refer to worker households. The share of savings and taxes were respectively as follows: in 1970, 4.6 and 7.9; in 1974, 6.3 and 8.4 per cent respectively. 4 


Differences in classification of household expenditures expenditure on nee for the home and on patie 
limit the value of intercountry comparisons but some the exception of health, culture, education, 
ЕЕ conclusions can be drawn. Themostcommon shift communications (table 4.6). | Contrary to the, 

household expenditure was away from expenditure on dist ths зп of В ее 

aoe а о and towards ex increased f and 
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the share of health, culture and education of expenditure growth of sugar and egg consumption in the region was 
in Bulgaria. The explanation for the generally low and also noteworthy. No firm generalization can be made 
stable share in items like transport and rent lies in the about consumption of milk and milk products; in spite 
continuation of past policies of heavy subsidization. of relatively high existing consumption levels, increases 

Changes in the structure of food consumption (table 4.7) occurred in Czechoslovakia and the Soviet Union. 
were characterized by an increase in meat consumption, Consumption of cereal products and potatoes decreased 
which in Czechoslovakia reached 82 kilogrammes per further. With the spread of non-alcoholic beverages and 
capita, the highest level in the region in 1975. There was a price rises for alcoholic drinks in some countries (Hungary 
steep increase in meat consumption per capita from 53 to and Poland), the rate of growth of consumption of alcoholic 


70 kilogrammes in Poland over the five years. The rapid beverages has slowed down. 


5. FOREIGN TRADE OF EASTERN EUROPE AND THE SOVIET UNION 


The value of the foreign trade turnover of eastern 
Europe and the Soviet Union combined has probably 
increased in 1975 by 28 per cent, a rate similar to that in 
1974 (table 5.1). It appears that imports into these 
countries continued to grow fast while exports slackened 
considerably. This pattern applied particularly to trade 
with the industrial market economies and, as a result, 
eastern indebtedness rose considerably. In 1975, however 
intra-eastern trade grew faster than total. It appears that 
imports were sustained mostly by intermediate products 
imported from the Soviet Union, followed by machinery 
imported from within the CMEA region and from 
industrial market economies. Within exports, machinery 
developed at the fastest rate followed by consumers’ goods. 
Both were exported primarily by eastern Europe to the 
Soviet Union as payment for imported intermediate 
products. Illustrative examples can be found in table 5.2. 


About two-thirds of this trade growth may be attributed 
to increases in prices. The actual volume of trade has 
probably grown by some 9 per cent, a similar rate to 
that of 1974, with much the same regional pattern as for 
value. In terms of volume machinery was the most 
dynamic item in both imports and exports. 

In 1975, prices increased not only in east-west but also 
in intra-eastern trade, although at different rates for 
individual commodities. Prices of industrial materials in 
the east and of manufactured products in the west in- 
creased at the fastest rates. Eastern prices are adjusted to 
their world levels with a time-lag and since the commodity 
composition of trade varies among countries, these 
adjustments affected their terms of trade differently. In 
intra-CMEA trade, they moved in favour of the Soviet 
Union and to a certain extent Poland and in east-west 
trade to the disadvantage of all eastern countries including 
the Soviet Union. 

This was an unfortunate combination for most CMEA 
countries, and payments balances were aggravated. 
Deficits, however, are only an obstacle to trade in east- 
west relationships, where they involve payments in 
convertible currencies. In contrast, within the CMEA, if 
a country has a deficit over a certain period, its partner 
is obliged to accept payments in kind in the period that 
follows. Such payments are negotiated by annual trade 
agreements; settlements in convertible currency may arise 
if the trade deviates substantially from the quotas fixed by 
trade agreements. This settlement may involve a certain 
shift of domestic resources which can be achieved through 

planning. In trade with developing countries, CMEA 
‘countries have persistent surpluses. 
_ Trade increased considerably in all countries of the 


“region but growth was fastest in the Soviet Union followed 


by Poland. However, the policies pursued by different 
countries varied a great deal. Czechoslovakia and Hungary 
were increasingly concerned with their payments position. 
Their exports increased relatively slowly, especially to 
industrial market economies. They restricted the growth 
of their imports from the west while surpluses accumulated 
in earlier years permitted a fast expansion of imports from 
the east. Nevertheless, the deficit in Hungary’s total trade 
more than doubled, mainly because of deteriorating 
terms of trade. Poland continued to borrow heavily in the 
west in order to implement its programme of industrial 
modernization. However, its exports grew very fast. For 
a number of years it has concentrated investment in 
export-orientated industries and these have now started to 
bear fruit. Exports were also helped by rising foreign 
demand for coal. As a result, the Polish deficit changed 
little although it remained large (most of it with industrial 
market economies). Bulgaria, the German Democratic 
Republic and Romania also continued to borrow in the 
west, but their exports did not increase as much as Poland’s. 
The pressure of domestic demand counteracted the 
measures undertaken to slow down their imports. Their 
deficit in trade with the west and most probably with 
the Soviet Union increased considerably. The Soviet 
Union benefited a great deal from improvements in its 
terms of trade within CMEA. Also, it increased its 
borrowing in the west to sustain its industrialization 
programme and to finance imports of cereals. Its moderate 
surplus in trade with western countries in 1974 turned 
into a considerable deficit in 1975. 


Prospects for 1976 may be favourable although some 
slackening in the volume of trade may take place. The 
national plans stipulate an increase in foreign trade which 
ranges from 6 per cent for Czechoslovakia to 9-10 per cent 
for the German Democratic Republic and Poland, and to 
almost 18 per cent for Romania. Most likely the growth 
of Soviet trade will be in the upper range. Other points 
relevant to the growth of trade in 1976 are as follows. 
Prices of Soviet exports to other CMEA countries will 
increase further; its partners will press for increased 
exports in order to check the growth in their deficits. 
The expected slackening in the growth of output and 
demand in the region may affect also the volume of mutual 
trade, but growth will be still considerable. © 


It is often asserted that a steep rise in eastern indebted- 
ness in western countries in 1974 and 1975 will be followed 
by import restrictions on the part of eastern countries. 
However, reports from the west indicate that no slackening 
of eastern orders of machinery from the west has so far 
occurred. Since credits announced late in 1974 and in the 
course of 1975 represented a big increase, no substantial 
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TABLE 5.2 


Commodity trade of selected CMEA countries 


(Percentage change over previous year) 


ee и 


Exports Imports 
В Consumers’ Int ediate Consumers’ in ед! 
Food goods Machinery ces > Total Food eae eg Machinery : Neen Total 

Poland 

РА ооо М ee 98 2 9 19 23 51 29 28 21 25 45 33 

1975 —4“ 25° 28 27 23 74 +02 16 29 19 
Czechoslovakia 

о А 53 9 29 17 5 30 20 29 23 

О a ae 8 18 10 15 0 16 13 25 17 
Hungary 

MSTA TR 12 8 13 12 12 50 19 37 37 Эй 

ED TS) ats СХ 3 11 24 6 11 —8 20 27 24 21 
Bulgaria 

Oa a a с 4 2 2 45 16 109 36 22 31 31 

BOTS 53) а 13 7 29 8 17 92 45 20 39 32 
Romania 

о. - 28 10 10 57 30 110 23 19 66 47 

DOT Sar wees cet EL Le 4 37 19 


Sources; National statistics and plan-fulfilment reports. 
Note. Figures in parentheses refer to the number of months. 


slackening in orders should be expected. Increased orders 
in 1975 will materialize into deliveries in 1976. The 
Soviet Union will increase wheat imports. Demand in the 
west has begun to recover and this should have a positive 
impact on eastern exports. Since borrowing in the west 
permits refinancing of credits, most of the increase in 
current eastern exports will be translated into growing 
imports. However, imports from the west may become 
more selective and this may affect the over-all growth rate. 
This picture could change considerably if eastern export 

to the west continue to be sluggish. 


(i) Trade and co-operation among CMEA countries 


The value of intra-CMEA trade increased in 1975 by 
roughly 30 per cent, a much higher rate than in 1974. 
However, roughly two-thirds of the increase were due 
to price increases, implying a volume growth of 10 per 
cent. The volume growth may have been slightly lower 
than in 1974 but it was in line with trade agreements 
negotiated at the beginning of the year. | 

Prices in CMEA trade therefore grew in 1975 at an 


“unprecedented rate. The current press reported that in 
the bilateral flows of certain countries, prices of industrial 
‘materials were raised by 53 per cent, oil by 130 per cent, 
‘machines by 11 per cent, agricultural products by 28 рег 


Г 


ь 


ап average price increase of CMEA trade of some 20 рег 


| 


cent, beef by 43 per cent and light industry products 
by 19 per cent. If similar changes took place elsewhere, 


а Processed food and agriculture. 
> Light industry. 


cent would be implied. An alternative calculation may 
be based on Hungarian exports to and imports from 
socialist countries, the prices of which increased in 1975 by 
12 and 22 per cent respectively.** The difference is related 
to commodity composition: Hungary exports predomi- 
nantly manufactured goods and imports primary products. 
To the extent that other countries have similar commodity 
composition as far as intra-CMEA trade is concerned, and 
if prices for these countries increased at similar rates, then 
average trading prices among CMEA trading countries 
would have grown by more than 17 per cent. Thus both 
calculations produce similar rates. Certain prices are still 
below world market levels, but will be gradually adjusted 
to them and will therefore be increasing over the next five- 
year period. For instance, the German Democratic 
Republic expects that during that period the prices of its 
trade with the Soviet Union will increase by 43 per cent 
and with other CMEA countries by 31 per cent.*® On this 
account, petroleum prices were raised in January 1976 by 
some 8 per cent. 

The above changes were intended to align relative 
prices in шна-СМЕА trade with those on world markets, 
This meant an improvement in the terms of trade of 
primary products. These prices are needed to stimulate 
co-operation within the region and with the rest of the 
world, and also te encourage supplies of energy and other 
industrial materials within the region. The major benefi- 


88 Népszabadsdg, 21 November 1975. 
69 Neues Deutschland, 27 November 1975. 
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ciary of this realignment was the Soviet Union. To a 
certain extent, it represented the recovery of ground lost in 
preceding years. Its net gain amounted to more than 
$2 billion. Poland also benefited from this relative price 
change. 

Although the growth of intra-CMEA trade was domi- 
nated by price changes, volumes also increased consider- 
ably. The rise in prices greatly stimulated Soviet exports 
(primarily industrial materials), which in turn raised Soviet 
purchasing power considerably. At the same time, Soviet 
demand expanded both for investment and consumer 
goods. Exports of machinery to the Soviet Union were 
stimulated also by joint projects which grew in size. Other 
partners in the CMEA increased the growth of their 
exports to the Soviet Union (mostly machinery but also 
consumers’ goods) in order to check the expansion of their 
deficits. They used, for this purpose, capacities released 
by the recession in the west and the blockade of meat 
imports into EEC countries. But the Soviet surplus 
increased quite considerably. The east European deficit 
was financed by drawings on surpluses accumulated in 
earlier years and credits to be repaid over the next 10 years. 
Eastern supply capacities are expected to increase a great 
deal and it is reckoned that they will be able to meet these 
expenses. Trade among CMEA countries other than the 
Soviet Union also increased fast. It was helped by high 
levels of domestic activity and the stress on investment and 
full utilization of capacities. 


Intra-CMEA trade was sustained also by industrial co- 
operation among member countries. It has been extended 
into new sectors and has grown in intensity. Originally, 
co-operation was concentrated on the automotive industry, 
shipbuilding, machine tools, construction equipment, 
metallurgy and the production of textiles and farming 
machinery. In the early 1970s, it was extended to the 
production of computers, petrochemicals, automatic 
equipment, measuring instruments and nuclear-genera- 
ting equipment. Now the emphasis is on joint efforts to 
increase supplies of energy and industrial materials, of 
research-intensive and electronically-controlled machines, 
as well as on providing the necessary infrastructure (pipe- 
lines and power lines). Within this framework, substantial 
joint investments are being made throughout the region 
but primarily on Soviet territory: during the next five 
years (1976-1980) such investments will reach a value of 
$13 billion. The new approach requires more detailed 
planning of co-operation and a more rigorous control of 
plan fulfilment, both at the national and regional level. 
The volume of mutual trade is expected to increase by 
50 per cent (machinery alone by 70 per cent) over the 
period 1976-1980, which is similar to the rate achieved 
during 1971-1975. . 


During the early 1970s, trade resulting from speciali- 
zation and co-operation agreements grew by 20 to 30 per 
cent per year. In 1974 alone, the rate reached 37 per 
cent (with the over-all value amounting to almost $4 bil- 
lion) and may have remained at that level in 1975. This 
trade accounts now for some 10 per cent of the over-all 
intra-CMEA trade, but for 12 per cent of the Czechoslovak 
(20 per cent of the trade in machinery) and some 20 per 
cent of the Hungarian and Bulgarian trade. The bulk 
of it is in the trade with the Soviet Union. An example of 


the importance of this trade is provided by the text table 
below concerning Czechoslovakia. Note that the share of 
the Soviet Union in the total is 41 per cent. 


Czechoslovakia : deliveries under specialization 
and co-operation agreements 


(Percentage of trade with respective countries) 


eT 


Exports Imports 
1974 1975 1974 1975 
Soviet Union 12:7 15.6 6.3 6.4 
Bulearia о cum 9s 17.4 18.6 29.7 28.9 
Hungary ое вов с 17.0 20.5 18.9 23:3 
German Democratic 

Republica) 2a. > УЗ 15.0 3 той 
РОО: ое 7-7 da 6.1 572 
Romania о. 8.2 3.6 8.9 7.8 
TOTAL 13.0 10.0 

Source : Czechoslovak Foreign Trade, Мо. 11, 1975, р. 10. 


(ii) Trade and co-operation with industrial countries 


During. January-September 1975, the value of east 
European and Soviet imports from industrial market 
economies expanded fast, while their exports increased 
little (table 5.1). However, much of this growth was due 
to price changes. In the world market, prices of manu- 
factured products increased considerably, those of fuels 
modestly, and those of other products remained unchanged 
or declined. This pattern favoured western exports, the 
average price of which increased roughly three times faster 
than the price of their imports. Exactly the opposite 
development had taken place in 1974. But volumes of 
imports and exports also grew at different rates. East 
European and Soviet imports from industrial market 
economies have probably increased by some 10 per cent, 
a rate similar to that in 1974, while their exports (after a 
decline of 11 per cent in 1974) remained roughly un- 
changed. This was nevertheless a better performance than 
the decline of 6 and 10 per cent respectively in the volume 
of total exports and imports of industrial market econo- 
mies. However, this combination of volume and price 
changes accentuated the payments problems of eastern 
Europe and the Soviet Union. 


These trends were dominated mainly by demand which 
in western countries declined for the second year in 
succession, while in eastern Europe and the Soviet Union 
it grew quite fast although at a lower rate. Western imports 
were further affected by EEC restrictions on beef imports, 
the Italian import surcharges (applied from May 1974 to 
March 1975) and Finnish import deposits (introduced in 
May 1975). This caused stagnation in 1974 and a decline 
of 10 per cent in total imports of the industrial market 
economies in 1975. In contrast, in eastern Europe and the 
Soviet Union, a number of factors accentuated the growth 
of imports: demand-sensitive imports (modern machinery 
and sophisticated consumers’ goods) grew faster than 
average; deliveries of machinery previously ordered in the 
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west accumulated in 1975; and massive imports of cereals 
were resumed: so far the Soviet Union has contracted 
about 25 million tons and Poland 7 million to be imported 
during the 1975/76 season. 


On the whole, the margin of manceuvre of the eastern 
authorities has been narrowing in the recent past. Existing 
industrial modernization programmes could not have been 
discontinued without large costs. For sccio-economic 
reasons, Consumers’ supplies could not have been cut 
down. The insistence on the fulfilment of earlier establi- 
shed plans necessitated considerable imports of industrial 
materials such as special steels, plastics, artificial fibres 
and other chemicals. The solution adopted was increased 
borrowing from the west which was easy to arrange. 

Other conditions were favourable to the growth of east- 
west trade. However, their effects were either limited by 
the recession in the west or were not visible because the 
volume of total east-west trade declined; but they are 
likely to become effective when the over-all economic 
situation brightens. For instance, the 10-year agreements 
on trade and co-operation have now been extended to 
almost all east-west partners. The joint commissions they 
established are efficient vehicles for contacts and tapping 
trade potential. The same is true of western banks in the 
east and eastern banks in the west, the number of which 
continues to increase. The number of agreements on east- 
west industrial co-operation exceeded 1,000 in 1975. At 
the moment they contribute little to current trade (4 to 
5 per cent) but this potential is promising. Numerous 
efforts are being made to improve conditions for ex- 
tending these agreements. Efforts are also being made 
to extend scientific and technological co-operation which 
is trade-creating. Proposals have been made to improve 
licensing and leasing. Much has already been done to 
improve the spread of market information and marketing 
techniques. Liberalization in the west of imports from the 
east advances every year. Austria recently eliminated 
all forms of discrimination, Finland signed a number of 
free-trade agreements and the EEC reduced the number 
of products subject to quantitative control. No problem 
was reported with the expiration in 1974 of trade agree- 

ments concluded between individual eastern and EEC 
-countries.”° A further potential for the growth of east-west 
trade is being created by massive eastern borrowing in 
the west. The bulk of it is invested in modern equipment 
and, to a considerable extent, in so-called self-liquidating 
_ projects. A proportion of their future production will be 
used for credit repayments. Most of these investments 
_ will be completed towards 1980, when eastern exports may 
be expected to show a considerable advance.” 
Considerable differences are noticeable in the growth 
of trade by individual countries (table 5.3). They reflect 
particular conditions (especially demand and trade 


70 As of January 1975, the European Community is in charge of 
ese agreements but no new agreement has been negotiated. In 
ly 1975, EEC introduced a further liberalization and drew up a 
of quotas for each eastern country for the products not yet 
liberalized. They were individual quotas for each EEC member 
In December 1975 the EEC Council prolonged this import 
‚ to cover 1976. да: fe ы 
For details concerning the above points, see Economic Survey 
in 1974, United Nations, New York 1975, part I, pp. 82-85. 
the Economic Bulletin for Europe, vol. 27. — 


patterns which determine the effects of recession and 
price changes) and measures taken to promote or restrict 
trade. On the western side, the most severe contraction 
occurred in the value and volume of imports (January- 
September 1975) into the United States, Canada and 
Japan (mostly metals, raw materials, fuels and consu- 
mers’ goods); in the preceding year their volume had 
hardly changed. A fall in the value growth of imports into 
western Europe was due to the decline of imports into 
Italy, the United Kingdom and Switzerland and a slow 
growth of imports into the Federal Republic of Germany 
(mainly metals, primary metal products and agricultural 
products). But imports into France, Austria, Sweden and 
the Netherlands continued to grow rapidly. The volume 
of total west European imports, which in 1974 had fallen 
by 13 per cent, increased slightly. The value and the 
volume of exports from Japan, the United States and 
Canada increased fast. In Japan it was sustained by 
acceleration in lending and sales of steel and metal pro- 
ducts (including pipes and machinery). In North America 
much of the increase was due to the resumption of sales of 
cereals as well as exports of machinery financed by 
eastern borrowing on the Euro-dollar market. The value 
and the volume of exports from west European countries 
continued to increase (especially from Italy, France, 
Finland and Sweden) although at a considerably reduced 
rate. Sales of metals and metal products (including 
pipes and machinery) as well as foodstuffs grew fast. 

On the eastern side, the value of exports of Poland, the 
German Democratic Republic and Czechoslovakia 
increased a great deal; from other countries they increased 
little and from Hungary declined. Hungary suffered a 
great deal from the agrarian protectionism of the EEC. 
Imports into the Soviet Union grew extremely fast (as in 
1974) but the same was not the case with Hungary and 
Czechoslovakia. The above-mentioned reasons apart, 
this rapid growth was supported by accumulated financial 
resources from preceding years and borrowing in the 
current year. But deficits either increased substantially 
or remained large in all countries except Czechoslovakia 
(table 5.1). 

As already mentioned, the commodity composition of 
east-west trade continued to change (table 5.4 illustrates 
the experience of selected west European countries). In 
value terms, western exports of foodstuffs, chemicals, 
metals, machinery and consumers’ goods expanded very 
fast. But the value of western imports of fuels, machinery 
and consumers’ goods was also increasing. However, the 
volume of western imports of fuels, metals, timber and 
chemicals declined and of some other products stagnated. 
Eastern deficits от declining trade surpluses were recorded 
for all major product groups; even the position of the 
Soviet Union worsened (table 5.5). 


Since 1971 the deficit of east European countries and the 
Soviet Union in their trade with western industrialized 
countries including Japan increased a great deal (table 5.6), 
cumulating to some $15 billion. But in 1975 the deficit was 
accentuated. Before 1975, the deficit was caused primarily 
by extensive industrial modernization programmes in these 
countries, by improvements in the standard of living and 
by disproportionate growth in manufacturing relative to 
the output of industrial materials. As already noted, the 


=.) 
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TABLE 5.3 


The trade of industrial market economies with eastern Europe and the Soviet Union 
ин ee 


Imports c.i.f. Exports f.o.b. Trade balances 
Percentage change over the same Percentage change over the same 
period of the preceding year period of the preceding year Exports minus imports © 
Jan.-Sept. Jan.-Sept. 'an.-Sept. 
Country 1973 1974 1975 1973 1974 1975 1974 1975 
ap hee ee ree тео 
Germany, Fed. Rep.of? ...... 51 30 6 71 48 25 2731 2 654 
Eta ly eee eS rae) Rg tal anes 33 28 —2 26 68 49 — 66 473 
Vugoslaviay Зее сы Caen. © 46 57 1 23 60 22 —115 103 
ео о ось 42 32 28 39 23 68 ЗД 709 
Е Kingdoms ов ро ово с 36 19 —5 15 27 33 —446 —75 
inland я сю мо о Са 37 121 10 20 64 62 —510 —160 
UN ta tse > Aen a. Open Once en re ae 36 47 16 39 72 27 235 248 
ее и с simian 43 64 42 61 50 57 9 63 
Netherlands п oo КН Ws 36 57 24 50 53 ; 11 146 56 
Belgium-Luxembourg ....... 46 48 17 91 66 14 279 214 
Denmark: ents ten oe eas 71 56 21 36 46 12 —122 —96 
Зулеепапои о ет 56 47 — 50 41 29 247 264 
ра оао. Pers 50 72 60 —2 йа 36 —101 —148 
Greece eal ores Se A ae. 47 7 22 41 45 13 63 28 
INOKWaY Sica Пе acne 32 26 11 48 42 31 —15 23 
оке а 8 48 1 16 44 1 —102 —53 
TOTAL WESTERN EUROPE 42 43 11 44 50 34 2535 4 268 
Volume 9 —13 2 18 23 7 
MI nitedis tates se amen ое к Е 62 9p —21 120 —20 60 541 1049 
(CEE ik Shr SHR ome rea 29 42  —13 6 —56 101 —24 113. 49 
saps о ee 78 38 —20 10 106 59 228 7561 
SuB-TOTAL 68 eee 48 —19 56 ~ 10 62 745 1918 — 
Volume 25 | 16 15 —10 36 
GRAND TOTAL 45 44 6 47 42 38 3 280 6 164 
Volume 11 —-11 — 6 10 10 


Sources: OECD, Statistics of foreign trade, Series A, Paris; IMF, Direction of Trade and International Financial Statistics, Washington, D.C.; national т. - 
а Excluding trade with the German Democratic Republic. 7% 
> Exports /.0.6. minus imports f.o.b. The latter have been adjusted according to indications taken from IMF, International Financial Statistics, for each с 
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TABLE 5.5 
The commodity balances of east-west European trade 


(f.0.b.-f.0.b., in millions of current US dollars) 
ea a we 


Soviet Union with western Eastern Europe with 
Europe western Europe 

January- January- 

June June 

1973 1974 1975 1973 1974 1975 
а. оо о она 1477 3 319 1364 514 1161 675 
Ores, metals and metal products . — 330 —926 —401 —433 —1 098 —557 
Agricultural products. ..... —34 87 —41 848 645 194 
И ооо а ae 371 569 84 255 256 21 
Chemicals andrubber .... . —185 —464 —235 —693 —1 412 — 539 
Machinery ..... oe eee 15216 *—1759 —804 —1783 —2 536 —902 
Other manufactured products . . —5 —242 —207 —67 —277 —140 
TOTAL 78 584 —240 —1359 —3261 —1 248 


Source: Аз for table 5.4. 
Note. Аз for table 5.4. 


TABLE 5.6 
The balance of payments of industrial market economies а with eastern Europe and the Soviet Union 


(In millions of current US dollars) 


Current Account 


Trade Net services 
balance cc cs Multilateral 
f.0.b.- Transport settlements, 
Total Д.0.6. Total insurance Travel Income Transfers Capital net errors 
(1-10) (1-2) (3-8) (3-4) (5) (6-8) (9-10) (11-19) and omission 
Western Europe 
_ AA gata ее м 283 317 152 14 —123 261 —186 —169 —114 
1 SEW IB sk ey eer alee 771 942 106 21 —173 258 —277 —980 209 
SE leah м 1 120 1244 191 —17 —244 452 —315 —2 455 1335 
т AES К ИЕ 2 662 2 563 433 103 —283 613 — 334 —2 507 —155 
—_ 
OI fs es ernie era 4 564 4 494 340* 80 —310 570 —270* —4 564 
United States and Canada 
97 рее eee es 244 264 4 Zz —29 31 —24 —27 —217 
EO) Zee otra о 694 720 — 10 `_39 29 —26 —115 —579 
ео АР 1598 1592 40 34 —48 54 —34 —788 —810 
[hh Pa ee a 726 646 120 20 : —49 149 —40 98 —824 
LOTS OR Ee Se 1 266 1 208 96* 15 —39 120 —38* —1 266 
i 210 196 331 
— 292 — — — 
РД emo aati У ВО 527 581 156 16 152 
17266 pS -cHee: Ie 1 465 1 662 106 31 —212 287 —303 —1095 —370 
OTST ta Cee ТЕРЬ 2718 2 836 231 17 —292 506 —349 —3 243 —525 
NOTA VRE ea. BUSH 3 388 3 209 $1553 123 —332 762 —374 —2 409 —979 
— 690 —308 —5 830 
ОУ yee Не 5 830 5 702 436 95 349 
О а Ва - 13 928 13 990 1482 , 282 —1337 РЕЯ] —1 544 —9 643 —4 285 


ое a ee невинное еее рии Е т 


socialist countries. Adjustments were made with the help of OECD statistics 


3 
2 
> 


{ 


р Balanc e i icati and press reports. IMF figures adjusted by excluding payments with Asian 
pourers = TMF» eof СЕ ооо seta er Son fea ок he ‘trade АВ, на statistics and direct communications (for other items of 


he IMF item numbers, Switzerland is included under “‘trade balance’, and the relevant 


the balance of payments). Numbers in parenthesis under column headings are t 
amounts offset under “multilateral settlements’’. 


“ Japan excluded. 
> January-September. 
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deficit in 1975 was increased by divergent demand move- 
ments in the two regions and the worsening of terms of 
trade of the eastern countries. 

The trade deficit was partly offset by western transfers 
over the period 1971-1973, when these increased faster 
than the western surplus in services. However, since 1974 
the trend has no longer been visible. Transfers consist 
mainly of remittances and pensions and accrue mostly to 
the German Democratic Republic. Within services, the 
principal item was eastern payments of interest and 
royaltics to western countries. These payments have 
recently grown at an accelerated rate, reflecting the rise of 
eastern indebtedness and the expansion of east-west 
industrial co-operation. The effects of this on the pay- 
ments balance was partly offset by eastern receipts from 
travel, the net amount of which remained rather small. 


During 1971-1975, eastern countries and the Soviet 
Union financed nearly 70 per cent of their deficit on 
current account by credits obtained in western countries. 
These credits have cumulated to nearly $10 billion. They 
have been expanding rapidly from year to year, especially 
in 1975. This has reflected both eastern demand and 
growing western interest in expanding sales to eastern 
Europe and the Soviet Union. Western interest has 
recently been stimulated by the increase in idle capacities 
provoked by the current recession. Western governments 
have increasingly encouraged the extension of credits 7? 
(which in 1974 and 1975 reached some $10 billion) and 
an easing in the terms on which they are made. As a 
result, the maturity period has been lengthened (from 
5 to 8-10 years), the grace period extended, interest rates 
charged have often been below market levels and utiliza- 
tion of credits has been made more flexible. 


72 A system of financing and guaranteeing exports exists in all 
western countries. In recent years, their resources have been in- 
creasingly directed towards promoting east-west trade. Below is the 
sketch of the major elements of this system in the major east-west 
trading countries and their contribution to the expansion of credits. 

In the United States and Japan, government-sponsored Export- 
Import Banks provide some 50 per cent of finance for certain exports 
(often linked to the execution of concrete projects) and at subsidized 
interest rates. On this account, Japan has recently (1974-1975) 
provided some $1.5 billion credits. These are mostly for the Soviet 
Union. It plans to extend during 1976-1977 another $950 million to 
Poland, Romania and Bulgaria. In the United Kingdom, the Export 
Credit Guaranty Department (ECGD) stimulates lending of com- 
mercial banks by providing guarantees against defaults (90 per cent 


ingdom has supplied recently more than 


of the credit). It also Fe cari the rate of interest. Within this — 


£12 bilon of In France, if there is a commercial contract, | 
an et Finance and commercial banks 


TABLE 5.7 


Foreign currency positions of reporting European banks 
vis-A-vis eastern Europe and the Soviet Union ¢ 


(In millions of current US dollars) 


Year Liabilities Assets Net position 
Ах tix В tromes г 650 2150 500 
1971 2300 3 470 1170 
10725 за ee Oe 3 400 5 230 1 830 
ht ee A ce 3 720 7 400 3 680 
Ih) RR i нае 9 5 060 9 790 4 730 
TORS. Мас ши 4 500 11 900 7 400 
975). ae <a о, + 3 800 12 600 8 800 
1975 (September). . . . . 4 600 13 500 8 900 


Sources; Bank for International Settlements, Annual Reports, 1972-1974 and 
Press Reports Гог 1975 (Мо. 15, 22 January 1976). 


а [п December of each year, 


An increasing proportion (especially in 1975) of the 
current account deficit was financed by multilateral 
settlements. These consist of gold sales, shifts of net 
balances between countries and borrowing in international 
capital markets. Western sources indicate that during 
1971-1974 Soviet gold sales amounted to $1.7 billion and 
during the first eight months of 1975 to some $500 million. 
During 1971-1975 the net borrowing of eastern countries 
in the Euro-currency market amounted to $8.4 billion 
(table 5.7); it was most pronounced in 1975. Since 1972, 
eastern countries and the Soviet Union have floated more 
than $1 billion bonds on the Euro-bond market and 
borrowed (credits announced) some $1.7 billion from 
petroleum-exporting countries. Romania has borrowed 
from the International Monetary Fund ($48 million) and 
the World Bank ($350 million). The CMEA Investment 
Bank has borrowed $350 million on the Euro-currency | 
market to finance the extraction and shipment of gas in | 
the Soviet Union. The borrowing in the Euro-currency 
and Euro-bond markets was partly a consequence of the 
deterioration of the eastern current account but was also 
due to the need to refinance short-term debts and raise 
currency reserves. With the depression in the west, only — 
adequate reserves can ensure a smooth execution of their 
current programmes. All these developments have led to 
a substantial increase in the debt of east иг coun- 
tries and the Soviet Union.” | 
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Both eastern and western countries have made consid- 


erable efforts to tap international financial markets for 


the purpose of financing east-west trade. 


With this 
purpose in mind, east European countries and 


the Soviet 


Union have established in the west some 30 banks, often 
with western participation in Ownership. They attract 


en ie 


deposits in hard currency, participate in western banking 


consortia and operate in the Euro-currency and Euro-bond 
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markets (see table 5.7 which indicates assets and liabilities). 
On the western side, commercial banks often form syndi- 
cates to assemble the necessary capital to lend to eastern 
Europe for specific projects, Syndication has assumed an 
increasing scale, and this reflects the growing size of the 
Euro-dollar market and the expansion of east-west finan- 
cial operations. 
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6. THE NATIONAL PLANS 


The elaboration of the five-year plans for 1976-1980 has 
reached its final stage in the east European countries and 
the Soviet Union.” The documents published so far have 
indicated the continued importance of the objectives for 
economic and social development underlying the imple- 
mentation of the 1971-1975 plans and, in particular, the 
plans of the last two years, 1974 and 1975. This means, 
above all, the maintenance of the rates of over-all expan- 
sion achieved in the past, with emphasis on balanced and 
proportionate growth. The latter is true also for Bulgaria, 
Poland and Romania, where expansion accelerated during 
the period 1974-1975. The continuation of 1971-1975 
development strategies in the new five-year plans indicates 
that the conditions for economic expansion have not 
changed. 

Increasing difficulties with the provision of additional 
labour and material resources had already brought about 
a shift towards so-called intensive growth in the late 1960s. 
During the period 1971-1975, pressures on markets for 
production inputs were even more pronounced. The 
main issues which have occupied the attention of policy- 
makers, particularly after the developments in the world 
economy at the end of 1973, are the need for a more 
rational use of all available resources and for greater 
labour productivity ; improvements will be based primarily 
on the introduction of advanced technology and modern 
management in production processes. This did not call 
for a new development strategy. Revisions to some 
development programmes and changes in development 
priorities simply confirmed the emphasis on intensive 
growth. As work on the new five-year plans had just 
started at that time, the revised development strategies no 
doubt provided a basis for production and allocation 
targets for the first drafts of the new plans. Thus the 
annual plans for 1974, and even more those for 1975, were 
to a great extent the introductory plans to the 1976-1980 
period rather than the final plans for the 1971-1975 period. 
This is particularly true when reference is made to 
investment programmes. What is more, the global targets 
for 1976-1980 are very similar to the respective de facto 
revised targets for 1971-1975 with regard to both the 
magnitude of growth rates and their interrelationships. 


74 Data referring to the five-year plans for 1976-1980 are preli- 
minary due to the institutional character of the documents used for 
reference. In Hungary, the National Assembly approved the new 
five-year plan in December 1975. The targets for Romania, Poland, 
the Soviet Union, Czechoslovakia and Bulgaria are taken from the 
Guidelines (Directives) for the five-year plans approved by the 
Congress of the Romanian CP (November 1974), of the Polish 
UWP (December 1975), of the CPSU (March 1976), and of the 
Czechoslovak and Bulgarian CP (April 1976). The draft guidelines 
which will be submitted to the Party Congress have been released 
и о German Democratic Republic (Neues Deutschland, 15 January 


(i) Five-year plans for 1976-1980 


According to the five-year plan targets for 1976-1980, 
the aggregate net material product for the area as a whole 
should increase annually by an estimated 5.2 per cent, 
which is almost one percentage point below the annual 
average growth rate in 1971-1975 (table 6.1). It appears 
that the main factor explaining this slackening of over-all 
growth is a planned deceleration in industrial expansion. 
The annual average growth rate of industrial output for 
the region (6.7 per cent), according to the national targets, 
is expected to be 1 per cent below the rate achieved in 1975. 


TABLE 6.1 


Growth of net material product and industrial output 


Average annual 
percentage change 


Annual 
percentage change 


Plan Plan 
1975 1976 1971-1975 1976-1980 

Soviet Union and eastern 

Europe % 

Net material product. 5.1 5.8 6.1 92 

Industrial output . . 7:9 = 6) | ded 6.7* 
Soviet Union 

Net material product? 4.0 5.4 3.6% 4.4-5.1 

Industrial output . . es 4.3 7.4 6.2-6.8 
Eastern Europe “ 

Net material product. 6.9 7.0 7.6 65° 

Industrial output . . 9.3 7.4 8.6 3 


Sources: Аз for tables 1.1 and 6.3. 


а Albania excluded. 
> Net material product distributed. 


This planned deceleration is common to the Soviet 
Union and the east European countries. Taking into 
consideration the relationship between targets for indus- 
trial growth and for over-all expansion, however, it is 
evident that the policy of relying on a fast expansion of 
industry has not been changed. The relative growth 
coefficients for industry computed from the planned 


targets, have approximately the same values as in the 1971- © 


1975 period, both in the Soviet Union (about 1.35) and in 
the east European countries (1.13). The targets for 
agricultural production have not been changed markedly 
from those in the 1971-1975 plans. Modifications have 
been primarily influenced by actual growth rates in the 


past period. For instance, slight upward revisions have — 


been made in Czechoslovakia and Hungary. 
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Three east European countries—Czechoslovakia, the 
German Democratic Republic and Hungary—have set 
their growth rates for net material product for 1976-1980 
close to the historical growth rates of roughly 5 to 5.5 per 
cent (table 6.2). In fact, the targets are slightly higher in 
comparison with the 1971-1975 targets, but below the 
average growth rates actually achieved. The expected 
increases in industrial output are virtually identical to the 
1971-1975 targets and are below the rates actually 
achieved. Industry remains the leading sector in over-all 
expansion, which will depend largely on the growth of 
labour productivity. In Hungary and the German 
Democratic Republic, no increase in employment in the 
material sphere has been envisaged. A low 0.2 per cent 
increase is foreseen in Czechoslovakia. However, the 
expected increase in industrial employment in Czecho- 
Slovakia is rather high (0.8 per cent). Employment 
policies reflect the differences in labour productivity in 
these countries. 


The 1976-1980 target growth rate for net material 
product in Poland has been set at 7 to 7.3 per cent. After 
1972 an accelerating trend in over-all expansion had been 
envisaged. But a slowing down occurred in 1975, when 
the growth rate was 2.5 percentage points below the 1974 
rate. In fact, the dampening in 1975 was caused by the 
fall in agricultural production. The reduced 1976-1980 
target reflects a planned deceleration in all three major 
production sectors—industry, agriculture and construc- 
tion. This has also affected the growth rate of labour 
productivity in the material sphere, which has been set 
considerably below the 7.7 per cent achieved in 1971-1975. 
The most radical change is envisaged in industrial employ- 
ment. The forecast increase is slightly below | per cent, 
whereas the 1971-1975 increase averaged an annual 3 per 
cent. However, the 1.5 per cent increase in 1975 indicates 
that the period of ample labour resources is coming to 
an end. 


Romania envisages the highest rate of over-all economic 
expansion in 1976-1980 (9-10 per cent), but this is never- 
theless lower than the 1971-1975 planned and actual rates. 
The target growth rates for industrial and agricultural 
production are also slightly lower, although they are still 
very high. Only in Romania is the planned growth of 
industrial output equal to that for total output. A similar 
relative growth pattern was envisaged in the previous 
five-year plan, but industrial expansion actually exceeded 
that of the net material product. Employment and pro- 
ductivity targets are the highest in the region. Annual 
increases in employment in the material sphere of more 
than 3 per cent and in industry of almost 2.5 per cent 
indicates that the country will have sufficient labour 
supplies at its disposal during the next five-year period. 
The main source for increased employment in the non- 
agricultural sectors will be inflows of farm labour. The 
proportion of the total population in agriculture is 
expected to decrease from 38 per cent in 1975 to 28 per 
cent by the end of 1980 and to 12-15 per cent in 1990. 
The high over-all rate of expansion is reflected in very 
high (two-digit) growth rates of gross fixed capital forma- 
tion and foreign trade turnover. 5 

Bulgaria plans for an annual rate of growth in NMP of 
8.2-8.7 per cent, over the five-year period. Industry, with 


a planned rate of growth of 9.2-9.9 per cent, will be the 
leading sector, and a rapid growth of foreign trade 
turnover is also envisaged. The plan foresees no increase 
at all in the labour force in industry, or in the material 
sphere as a whole, so that all increases in output will have 
to come from productivity increases.” 


In the east European countries taken together, the 
branch pattern of industrial expansion will apparently not 
undergo any great change. Greater emphasis is given to 
the development of the chemicals industry. The growth 
rate of this industry now ranks first in all plans, which 
in some countries means that it goes ahead of engineering 
for the first time. The development of engineering 
remains, however, of strategic importance because of its 
role in promoting and introducing technological change 
and also because of its importance for exports. For the 
most part, specialization agreements within the CMEA 
area are concentrated in engineering. Another field of 
common interest, where co-operation within the CMEA 
has a special role to play, is the supply of energy and raw 
materials. In the medium term, all east European coun- 
tries count on a growth of industrial exports, which are 
planned to exceed significantly the growth of production. 
With this in view, structural shifts are geared to those 
branches where there are opportunities for international 
specialization and co-operation. Plans for specialization 
within the CMEA region are gaining in importance, and 
such plans have now become an integral part of national 
development programmes. (The first step in this direction 
was taken by the German Democratic Republic, where 
the 1973 plan incorporated a special section relating to 
material and financial flows connected with specialization 
and co-operation agreements.) Specialization and co- 
operation programmes for the period 1976-1980 have 
been worked out multilaterally, and are included in 
special sections in all the national five-year plans. 


The medium-term plan for the Soviet Union provides 
for a 4.5 to 5 per cent increase of distributed net material 
product. This is a notable slackening in the rate of over- 
all expansion with regard to both planned and actual 
rates in the previous plan period. The deceleration affects 
all major production sectors. The corresponding targets 
for the Byelorussian and Ukrainian SSR are set at a 
slightly higher level, but a deceleration of global and 
sectoral growth rates is still evident. 


It appears that these growth targets reflect the impor- 
tance given to more balanced growth and a more rational 
use of available resources. Although material resources, 
and to some extent human resources, remain relatively 
abundant in the Soviet Union, they have been becoming 
increasingly expensive largely due to problems of regional 
distribution. Besides increasing costs, the exploitation of 
mineral deposits in remote and not easily accessible areas 
calls for the solution of many technical and social prob- 
lems. 


Policies to redress structural imbalances have influenced 
the ranking of investment priorities. The global objective 


75]( has been reported that Bulgaria envisages that national 
income in 1990 should be 31 times larger than in 1975. This calls 
for an average annual growth rate exceeding 8.5 per cent. 
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has been greater efficiency in the usc of available resources 
rather than the maximization of growth rates in priority 
sectors. The impact of the so-called complex approach to 
development policies has been of the greatest importance 
in selecting new and revising old priorities. Thus, the 
highest priority has been given to the development of the 
material and technical base of agriculture and, more 
generally, of an agro-industrial complex on a national 
scale. The enormous share of 40 per cent of total 
investment expenditure has been allocated for this purpose. 
High priority has also been given to the opening-up 
of new sites and the modernization of old ones supplying 
fuel, power and raw materials, to the introduction of 
modern technology, to the modernization and expansion 
of transport capacity and also of capacities in the non- 
material sphere, particularly of residential blocks. All 
these investments are expected to have an impact on over- 
all expansion in the long run. To what extent such invest- 
ment policies will influence development trends in 1976- 
1980 is difficult to estimate. They have, at least, been 
linked in the plan to growth rates in production sectors, 
which are below the rates achieved in the past. 


Within industry, priority has been given to expansion 
in the production of producers’ goods. The target has 
been set at 7 per cent, whereas consumers’ goods branches 
are expected to expand at 5.6 per cent. At the branch level, 
the chemicals industry is in the forefront of industrial 
expansion with a 10.2 per cent rate, followed by the 
engineering industry (9.2 per cent). The light and food- 
processing industries are to expand at a rate of 4.9 per 
cent. (The last three rates quoted are midpoints of the 
respective planned ranges.) 


(ii) National plans for 1976 


The national plans for 1976 provide a link between the 
new five-year plans and past performance, particularly 
that of 1975. The transition could not be scheduled in all 
countries in the same manner. Where it did not call for 
notable modification, the 1976 targets were almost 
identical to the average annual changes planned for the 
whole medium-term period (table 6.3). This may indicate 
also an intention on the part of policy-makers to maintain 
a steady pace of over-all expansion. It appears that the 
planned growth rates of over-all expansion and of indus- 
trial production in Czechoslovakia, the German Demo- 
‘cratic Republic and Hungary reflect these considerations. 
However, in these same countries, the targets for agricul- 
‘tural production have been set at a higher level than in the 
‘medium-term plans, in order to compensate for sluggish 
performance in 1975. Reference to 1975 trends is apparent 


The transition to the new five-year plan in the Soviet 
Union has been scheduled in a different way. The target 
of over-all expansion in 1976 is higher than either the 1975 
rate or the five-year plan target. On the other hand, the 
1976 target for industrial production has been set below 
both rates. As the 1976 target for construction is the same 
as the medium-term annual averages, Soviet planners 
envisage a considerable stepping up of agricultural pro- 
duction (7 per cent). 

In the Soviet Union, the planned growth rate of distri- 
buted net material product has been set at 5.4 per cent 
and of industrial production at a relatively modest 4.3 per 
cent. This is the only case among countries of the region 
where the planned relative industrial growth coefficient is 
below unity (0.8). It has been reported that the low rate 
set for industry in 1976 is primarily the result of the poor 
agricultural performance in 1975 and of delays in the 
completion of certain industrial capacities. The target for 
investment growth in 1976 has been set at a relatively low 
rate of 4 per cent, with strong emphasis on investment in 
modernization and reconstruction. The plan stipulates a 
64 per cent share for these activities in total investment 
as compared with 60 per cent in 1975. Likewise, the share 
of equipment in total investment in the material sphere is 
to be increased and should reach 36 per cent. The policy 
of seeking intensive growth is reflected in the high share 
of the increase of net material product accounted for by 
the growth of labour productivity (86 per cent). Employ- 
ment in the material sphere is expected to rise by only 
0.8 per cent, which is below the rates recorded in the past. 
The same growth rate has been set for industrial employ- 
ment, which indicates that the planners envisage a 
smaller increase of labour productivity in the industrial 
sector than in the material sphere as a whole. Special 
attention is paid to technical progress and qualitative 
indicators. For the first time, industries have been given 
concrete targets pertaining to the adoption of new tech- 
nology, and to the share of products with the State 
quality mark within total output. 

Within the planned increase of industrial production, 
producers’ goods industries are to expand at 4.9 per cent, 
a rate exceeding the industrial average. A very modest 
2.7 per cent increase is planned for the consumers’ goods 
industries. This latter rate reflects partly difficulties in 
expanding the food-processing industries and partly a 
shift in branch priorities. At the branch level, it can be 
noted that a relatively fast expansion of engineering out- 
put is planned for 1976 (8.6 per cent), the chemicals 
industry ranking second with a 7 per cent growth rate. 
A noteworthy characteristic of the 1976 Soviet Plan is a 


somewhat faster growth in the output of oil compared 
with the mediuni-term targets and a slower growth in the 
output of coal. The target for natural gas is within the 
medium-term planned range (see text table below). 
Plan targets for petroleum, natural gas and coal output 
in the Soviet Union 
(Annual percentage increase) 


in the plan targets of Bulgaria. In Poland and Romania, 
growth rates for ail three sectors are significantly higher 
than the five-year annual averages, and are closer to the 
1975 rates. : 

( The growth rate of the region for net material product, 
calculated from the national targets for 1976, is 5.8 per 
cent: this is higher than the respective 1975 and medium- 


term growth rates. As far as industrial expansion 15 1976 1976-1980 
concerned, the aggregate rate for 1976 of 5.1 per cent 1$ 39 485.4 
onsiderably below these two rates. Both aggregate rates _ NE Ce eee Cree ene ЕСТ: 67-85 
ire largely affected by the corresponding growth rate cate? ss aL oe a es аа 
targets in the Soviet annual plan for 1976. — ООС 
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The growth of total output in the east European 
countries is planned to reach 7 per cent in 1976, which is 
virtually the same as in 1975, but one-half of one percent- 
age point higher than the medium-term target. For 
industrial expansion the pattern is reversed. The 1976 
rate of 7.4 per cent indicates a planned slow-down in the 
growth of industrial production, not only for 1976 but 


for the whole period up to 1980 (the medium-term target 
is 7.3 per cent). 


Two patterns in planned development for 1976 can be 
seen to emerge. The first concerns Czechoslovakia, the 
German Democratic Republic and Hungary, which fore- 
cast over-all expansion rates of 5-5.5 per cent. This should 
lead to a slowing down of over-all growth in Czecho- 
slovakia anda slight acceleration in the other two countries. 
Industrial output has been planned to grow at the same 
tate as in 1975. Agricultural production is expected to 
expand at a high rate in Czechoslovakia and Hungary. In 
the investment sector, Czechoslovakia and the German 
Democratic Republic forecast high expansion rates (7 and 
6.5 per cent respectively). In contrast, the growth rate of 
the investment sector in Hungary has been considerably 
reduced. After the high figure of 14 per cent rate achieved 
in the socialist sector in 1975, a rate of 1-2 per cent is 


planned for 1976, with priority on the redressing of 
external and also domestic imbalances. 


As examples of the second pattern, Poland, Bulgaria and 
Romania have planned high rates of over-all expansion. 
In Poland and Romania they are higher than the mid-term 
targets for 1976-1980, and in Bulgaria it is most likely 
close to it. In all three countries, agriculture is to expand 
at rates considerably higher than the five-year plan targets. 
As far as employment is concerned, Bulgaria is the only 
country in this group which has experienced a tight labour 
market. Thus the increase in employment in the material 
sphere has been set at only 0.2 per cent. In Poland, 
however, the planned increase of employment is below 
rates recorded in the past. In Romania, industrial 
employment will grow by more than 1.5 per cent. The 
plan calls for an increase of 5.6 per cent in employment 
in the material sphere, but this rate most probably refers 
to growth in the number of workers and office employees, 
and should be accompanied by a significant outflow of 
peasant labour to non-agricultural sectors. Investment 
expansion is to be very high in Bulgaria (17 per cent 
increase) and Romania (19.4 per cent), whereas in Poland 
the 1975 increase of 18 per cent has been sharply reduced 
to a 6 per cent target for 1976. 


Note on Albania 


In Albania net material product is estimated to have 
risen by some 6 per cent in 1975 (table 6.4). This estimate 
is based on a reported 1 per cent over-fulfilment of the 
plan for industry which would put the growth of industrial 
production at some 5 per cent (4.4 per cent planned) and 
a reported increase in the volume of construction of 7 per 
cent. National income must have risen in the last five years 
by some 40 per cent, industrial production by 50 per cent 
and agricultural production by some 35 per cent. The 
1971-1975 plan stipulated a growth of the national income 
by 55 to 60 per cent, of gross industrial production by 
61 to 66 per cent and of gross agricultural production by 
65 to 69 per cent. 


The basic growth strategy of pushing the growth of 
agricultural production ahead of that of industry was 


difficult to achieve. Output of bread grains, meat, milk 
and eggs were reported to have increased at rates between 
5 and 8 per cent. And although high yields were recorded 
in crops such as cotton, sugar-beet and sunflower seeds, 
the planned targets were certainly not met.’* Accordingly, 
the rate of agricultural expansion in 1975 might have been 
around 6 per cent, a rate which represents a guess rather 
than an estimate. 


Industrial development, apart from being less than 
envisaged, has tended to slow-down throughout the five- 


76 According to the 1975 plan, production of cereals was to increase 
by 8 per cent, of potatoes by about 60 per cent, of rice by 39 per 
cent, of cotton by about 25 per cent, of sugar-beet by 30 per cent, 
of sunflower seed Бу 41 per cent, of meat by 12 per cent, of eggs Бу. 
17 per cent and of milk by about 14 per cent. 


TABLE 6.4 


Albania : Growth of national output and output of major production sectors 


(Annual percentage change) 


I 


Net material 
product 


Country and period 


Plan 


Gross output 


Agriculture Industry Construction 


Actual Plan Actual Plan Actual 


ee i eS eee 


8.5* 11.0 71.6 7.3 9.0 8.0 
а ны — 6* 15.9 6* 4.4 я 16 - 70 
ое -9. 7* 10.5-11.0 6* 10-10.7 р 2-7, 
1571-1975... 52 9.9 | a >. 
$ TO OME Stee ok tens See cies 
р и en) oe on.) Be ee ee 


Sources: National plans and plan-fulfilment reports. 
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year plan period. Such a slow-down was not always anti- 
cipated in the annual plans. Some important branches 
were also able to meet their five-year plan targets. However, 
in most cases, this was the result of performance in the 
years 1971 and 1972, when enough “reserves’’ were 
accumulated to balance the below-plan performance of 
subsequent years. Another feature is a low growth rate of 
labour productivity. Clearly, in a country like Albania 
which has immense labour reserves in agriculture, the 
growth of industrial labour productivity cannot be given 
the same importance as in countries where industrial 
growth depends largely on gains in labour productivity. 
And in fact throughout the 1960s the growth of labour 
productivity in industry remained at a modest annual rate 
of 2 per cent. The 1971-1975 plan, however, foresaw a 
sharp improvement in the growth of labour productivity, 
reflecting a desire to accelerate the growth of real wages 
while maintaining the growth of peasant incomes. The 
improvement was temporary in so far as that by 1975 the 
growth of labour productivity had once again fallen to 
2 pet ceng. 


In construction, developments were quite different from 
industry or agriculture. Instead of expanding by some 
42 to 45 per cent, the volume of construction rose during 
the five years by some 55 per cent (7 per cent in 1975). 
Labour productivity also grew faster than the envisaged 
34 to 36 per cent. Notable in this connexion are the efforts 
made in recent years to actually reduce employment in this 
sector (a 4 per cent reduction was planned for 1975). 
While greater mechanization of construction works was 
planned, the special effort made in this direction in recent 
years is remarkable. An expected 8 per cent increase in 
labour productivity in 1976 should reduce unemployment 
in construction by approximately 2 per cent. In the 
search for an explanation of these trends, the low starting 
point for labour productivity in this sector and the higher 
than originally planned level of construction activity 
should be taken into consideration. 

The national plan for the current year reveals no impor- 
tant change in the trends just described. Gross industrial 
production is expected to rise by 4.5 per cent, gross 
agricultural рН, ae 15 PEt cent ane the volume of 
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ances in this connexion. 


construction by 6 per cent. Industrial labour productivity 
is to increase by | рег cent, while emphasis continues to 
be given to “the development of heavy extracting and 
processing industry upon which the expansion of exports 

and the limitation of imports primarily depends”. Alto- 
gether output of producers’ goods is to rise by 6 per cent 
and that of consumers’ goods by an estimated 3 per cent. 
Changes in the output of certain products are shown in the 
table below: 


Growth of output of major industrial products 


(Annual percentage change) “ 


Plan 1975 1975 Plan 1976 

Electricity а abi 5) it. 21 
Chrome OfC se. ое 9 9 5) 
(Coal Sewee ee eee oe ae eee 5 5 9 
Blistericopper. 29 Fit eee me 5 

Machinery and equipment . . . . 8 8 a 
Spake parts#ewy. жет. ts Satis ль 14 Я 10 
Cements. 4755. net Pil tei Be 5 21 
Timber. s5 tek tepen ect Das eeerss om 4 < 
Я hts te ее ЩЕ 19 772 5 
Ее Е 30 Ч 23 


Source: As in table 6.4. 


а Based on data in physical units except for machinery and equipment and — 
spare parts which are expressed in value terms in constant prices. 


a, 


The plan calls for an 18.5 per cent increase in the volume | 
of investments. Among the most important projects 
designed to be completed in 1976 are the Elbasan metal- | 
lurgical combine (the first stage), the oil refinery, the urea - 
plant, the PVC factory and the coal-enriching works, 
Retail trade is expected to expand by 4 per cent, which is 
one percentage point above the rate of trade А 
(planned and actual) in 1975. In presenting the plan te 
the People’s Assembly for approval, it was emphas 
that the plan was drawn up on the basis of the “princi 
of self-reliance”. All internal resources and reserves а 
to be mobilized in order to overcome the difficult ulties wh 
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